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Executive Summary 


The purpose of this study is to provide some evidence on the impact of 
regional government in Niagara on revenues and expenditures and to analyze 
several municipal finance concerns and issues. The study reviews’ the 
expenditures and revenues of the Regional Municipality of Niagara and each 
of its twelve constituent municipalities over the period 1977 to 1986. 
These expenditures and revenues are compared with those of five other two 
tier municipalities in Ontario (Hamilton-Wentworth, Metro Toronto, Ottawa- 
Carleton, Sudbury and Waterloo) and three single tier municipalities 
(London, Thunder Bay and Windsor). 


The first section of the study provides a quantitative analysis of 
expenditures, revenues, property taxes and capital revenues and 
expenditures. The second section provides an analysis of the issues. 


In the Regional Municipality of Niagara over the period 1977 to 1986, 
current expenditures (and revenues) of both the upper and lower tiers 
combined grew at an annual average rate of 8.1 percent and in real terms 
per household, the annual average rate was only @.3 percent. Expenditures 
have grown relatively more quickly at the regional than at the local level 
and, indeed, some lower tier municipalities have shown a decline in growth 
in real expenditures per household over the period. In comparison with 
other two tier and single tier municipalities in Ontario, revenue and 
expenditure growth has been relatively modest in the Niagara Region. 


Five issues are summarized: 


1. The optimal form of government may be a two tier structure: services 
that exhibit economies of scale and spillovers are provided by the upper 
tier and services that benefit from demand and access considerations are 
provided by the lower tier. With the exception of garbage disposal, the 
functions appear to be appropriately divided between tiers in the Region of 
Niagara. Garbage disposal, which is charcterized by economies of scale and 
spillovers, would be more appropriately provided at the regional level. 


2. The entire municipal finance system in Ontario and in the Regional 
Municipality of Niagara rests on the property assessment base. Property 
taxes, provincial-municipal grants, provincial grants to education and the 
apportionment of regional costs all depend on the assessment in _ each 
municipality. To the extent that this base lacks uniformity, all of these 
aspects of the municipal finance system are flawed. The need for a uniform 
assessment system is crucial to the future of that system. 


3. The favourable treatment of residential property over non-residential 
property is documented for the Niagara Region and the rest of the province. 
There are four aspects: differential mill rates, assessment biases, the 
discounting of residential property in the apportioning of regional costs 


and the levy of a business tax on non-residential property. It is time to 
recognize this favoritism, analyze the impact and determine if it is 
appropriate. If it is to continue, it should be done explicitly through 


mill rates and not implicitly through assessment and apportionment 
calculations. 


4. Another issue is the role of the Province in local decision-making. The 
Province sets quality standards for municipalities to maintain, it requires 
that municipalities not go into deficit on current account, it determines 
the assessment base, it provides grants with rules and regulations that 
have to be followed and it requires provincial approval of capital 
expenditures. The result seems to be a municipal finance system with 
little municipal flexibility to make fiscal decisions. 


5. In terms of the future, it appears that the Regional Municipality of 
Niagara needs to look at major capital (and operating expenditures) on such 
facilities as waste disposal and sewers. It also appears that there are few 
alternatives to the property tax, with the exception of making greater use 
of user charges. The most realistic scenario is one in which reliance on 
the property tax will continue. Efforts to improve the administration of 
that tax are essential in the short and long term. 


f= 


Introduction 


The introduction of regional government in Niagara and in the rest of the 
province has led to accusations that the costs of this level of government 
have been excessive, that property taxes have increased dramatically and 
that there is widespread duplication of services. Regional governments, in 
turn, have complained that cost increases are a direct result of increased 
provincial standards being imposed on them. Even in the absence of regional 
government, concerns over the administration of the property tax, 


especially the implementation of market value assessment, have been widely 
expressed. 


The purpose of this study is to provide some evidence on the impact of 
regional government in Niagara on revenues and expenditures and to analyze 
several municipal finance concerns and issues. The study reviews the 
expenditures and revenues of the regional municipality in Niagara and each 
of its twelve constituent municipalities over the period 1977 to 1986. 
These expenditures and revenues are compared with those of five other two 
tier municipalities in Ontario (Hamilton-Wentworth, Metro Toronto, Ottawa- 
Carleton, Sudbury and Waterloo) and three single tier municipalities 
(London, Thunder Bay and Windsor). 


The study is divided into two main sections. The first section provides a 
quantitative analysis of expenditures, revenues, property taxes and capital 
expenditures and revenues in the Regional Municipality of Niagara and in 
the other selected municipalities in Ontario. The second section provides 
an analysis of the issues relating to the expenditure and revenue trends. 


The issues that are analyzed include the following: the reasons for the 
growth of government expenditures in the Niagara Region, the division of 
expenditure responsibilities between the regional government and the lower 
tiers, the determination of the assessment base for property tax purposes, 
the method of apportioning regional costs, the differential treatment of 
residential and non-residential property, the use of provincial grants, the 
application of user charges, the possibility of finding alternative revenue 
sources and the appropriate method of financing urban infrastructure. 


Finally, the concluding section summarizes the findings of the study and 
provides some insights into how well regional government has worked in 
Niagara. Some suggestions for improvement in the future are put forward. 


A. ANALYSIS OF EXPENDITURES AND REVENUES 


A major part of this study is devoted to an analysis of revenue and 
expenditure trends in the Regional Municipality of Niagara and other 
selected municipalities in Ontario. All of the quantitative information is 
taken from published and unpublished Tables in Todd (1988). The source of 
the data is the MARS (Municipal Affairs Retrieval System) database from the 
Ontario Ministry of Municipal Affairs which compiles the data from the 
Financial Information Returns (FIRs) of each of the municipalities in 
Ontario. 


There are several problems and discrepancies in the database that have been 
highlighted in Todd (1988). In particular, problems arise where the 
regional government reporting is different from the reporting of the lower 
tiers. Where this problem occurs, as it does with property taxes, for 
example, it is identified in this study and, to the extent possible, 
corrected. 


I. Expenditure Analysis 


The analysis of expenditures is presented for a) the Niagara Region (upper 
and lower tiers combined), b) the regional tier, c) the lower tiers 
combined and d) expenditures in each municipality. The expenditure analysis 
also provides e) expenditures by object, and f) a comparative analysis. 


a) The Niagara Region (upper and lower tiers) 


Total operating expenditures in the Niagara Region in 1986 (for both the 
regional government and all of the local governments combined) were almost 


$323 million. Over ther period 1977 to 1986, the annual average increase in 
expenditures was 8.1 percent. 


These estimates alone, however, do not provide sufficient information to 
determine how much expenditures have grown in the Niagara Region. First, if 
the number of households has increased over the_ period, then the 
expenditure increase may only be reflecting that there were more people 
living in the Region in 1986 than in 1977. Thus, it is necessary to look at 
how expenditures per household have grown over time. Second, there was 
significant inflation during this period. If expenditures have increased 
because of a general increase in the price level which was beyond the 
control of governments in the Niagara Region, then the above estimates do 
not reflect the real growth in expenditures. Thus, it is necessary to 
analyze how expenditures in real terms, that is taking account of 
inflation, have grown over the period. 


Expenditures per household in 1986 were $2,285 and had increased at an 
annual average rate of 7.9 percent over the period 1977 to 1986. Since the 
annual average increase in per household expenditures is less than the 
annual average increase in total expenditures, it appears that one of the 
reasons for the expenditure growth was simply that there were more 
households in the Niagara Region in 1986 than in 1977. 


To derive an estimate of the change in real government expenditures, 
current expenditures were deflated by the implicit GNE price deflator for 
government expenditures. In real terms, the expenditure increase over the 


period 1977 to 1986 was 1.3 percent. This means that much of the 
expenditure growth can be explained by inflation. 


When taking account of the combined effect of the growth in households and 
inflation over the period, it was found that the annual average growth in 
real expenditures per household for the Region, including the constituent 
municipalities, was only @.3 percent. The growth in real expenditures per 
household was highest for social services (at an annual average rate of 
increase of 1.8 percent) followed by environmental services (at 1.5 


percent). Transportation, recreation and culture, and planning showed a 
decline over the period. 


The fastest period of growth in real expenditures per household occurred 
from 1982 to 1983 (at an annual growth rate of over 3 percent). In the late 
197s, the annual average change in real expenditures per household was 
actually negative. For the most recent period for which data are available, 


1985 to 1986, the annual average growth rate in real expenditures’ per 
household was 2.8 percent. 


The two largest expenditure items in 1986 were environmental expenditures 
(almost 21 percent of total expenditures) and transportation expenditures 
(26.5 percent of total expenditures). By far the largest component of 
transportation expenditures was on roadways. Protection accounted for 
almost 19 percent of total expenditures, with the largest component being 
for police expenditures. Social and family services accounted for almost 16 
percent of total expenditures. 


Over the period 1977 to 1986, there has been some change in the pattern of 
expenditures. The proportion of expenditures on protection has risen from 
17.9 percent of the total operating budget in 1977 to 18.7 percent in 1986. 
The increase is made up of increases in both fire and police expenditures. 
Transportation expenditures have fallen somewhat as a percentage of total 
expenditures from 25.2 percent in 1977 to 28.5 percent in 1986. The portion 
of the operating budget accounted for by roadways has been largely 
responsible for that decrease. Environmental expenditures have risen as a 
proportion of the operating budget from 18.7 percent in 1977 to 29.9 
percent in 1986. The major portion of the increase was for sanitary and 
storm sewers. The proportion of operating expenditures devoted to social 
and family services has increased from 13.8 percent in 1977 to 15.8 percent 
in 1986. This increase is largely accounted for by increases in general 
welfare assistance. Finally, recreation and parks showed a decline in terms 
of the proportion of operating expenditures from 19.@ percent in 1977 to 
8.7 percent in 1986. Expenditures on parks as a percentage of total 
expenditures showed the major portion of this decline. 


Changes in the proportion of total operating expenditures attributed to any 
particular expenditure function can occur for two reasons. One reason is 
that the actual expenditures on that function have increased (or decreased) 
in absolute terms. The other reason is that expenditures on other functions 
have increased (or decreased) thus altering the proportions for all 
expenditures. This section has only looked at the changes in proportions 
and not the changes in actual expenditures. The purpose was to identify 
changes in the relative significance of each expenditure category in the 
total operating budget over time. 


b) The Regional Tier 


Expenditures of the regional government in Niagara in 1986 were over $155 
million, representing 48 percent of the total of upper and lower tier 
expenditures. The share of total expenditures accounted for by the regional 
government has increased from 44.6 percent in 1977 to 48.2 percent in 1986. 
This represents a steady increase over the ten-year period. In household 
terms, regional government expenditures in 1986 were $1,1%% per household. 


In terms of the growth in regional government expenditures over the period 
1977 to 1986, expenditures grew at an annual average rate of 8.9 percent; 
regional expenditures per household grew at an annual average rate of 8.9 


percent; and real regional expenditures per household grew at an annual 
average rate of 1.1 percent. 


The annual average growth in real regional expenditures per household was 
largest for general government (4.8 percent), environmental services (2.8 
percent), and planning and development (2.4 percent). Transportation showed 


an average annual decline in real per household expenditures of 3.4 
percent. 


The largest expenditure category for the regional tier in 1986 was’ social 
and family services (32.8 percent of operating expenditures), followed by 
police protection (23.7 percent), environmental (21.5 percent) and roadways 
(18.6 percent of operating expenditures). The distribution of expenditures 
was roughly the same in 1977 as in 1986 with the main exception being that 


roadways as a proportion of total operating expenditures fell from 15.9 
percent to 19.6 percent. 


c) The Lower Tiers Combined 


Lower tier operating expenditures in the Niagara Region in 1986 were over 
$167 million, or 52 percent of total upper and lower tier expenditures. 
Lower tier expenditures per household in 1986 were $1,184. 


The growth in lower tier expenditures over the period 1977 to 1986 was 7.4 
percent on an annual basis. Expenditures per household grew at an = annual 
average rate of 6.5 percent and real expenditures per household fell at an 
average annual rate of 9.5 percent. Thus, in real terms per household, the 


lower tiers experienced a decline in expenditures. Although most 
expenditure categories experienced a decline in real per household terms, 
there were modest increases’ for protection, general government, 


environmental services, social services and planning and development. 


In terms of the breakdown of expenditures, the largest proportion of 
expenditures for the lower tiers in 1986 was for transportation (29.7 
percent) followed by environmental (26.3 percent), recreation and cultural 
services (16.6 percent) and protection (13.7 percent). Over the period 1977 
to 1986, the distribution has been fairly similar with some change in 
magnitude. For example, protection increased from 12.% percent of total 
expenditures to 13.7 percent, transportation fell from 32.7 percent to 29.7 
percent, environmental rose from 18.8 percent to 28.3 percent and 
recreation and cultural services fell from 18.1 percent to 16.6 percent. 


d) Expenditures in Each Municipality 


A brief summary of expenditure patterns is provided for each of the twelve 


constituent municipalities in the Regional Municipality of Niagara for 1986 
in Tables 1 and 2. 


For each of the municipalities in Niagara, Table 1 summarizes expenditures 
per household and real expenditures per household in 1986 and the 
corresponding annual average growth rates. Expenditures per household range 
from a low of $689 in Wainfleet to a high of $1,426 in Port Colborne. The 
average expenditures per household of the lower tiers in 1986 were $1,184. 


In terms of expenditure growth over the period 1977 to 1986, it is probably 
most useful to look at the growth in real expenditures per household. Table 
1 shows that many municipalities experienced negative growth over the 
period: Niagara Falls, Port Colborne, Welland, Thorold, Grimsby, Niagara- 
on-the-Lake and Pelham. In other words, for these municipalities, 
expenditures per household did not keep pace with inflation. Positive 
growth in expenditures in real terms per household occurred in St. 
Catharines, Fort Erie, Lincoln, Wainfleet and West Lincoln. The largest 
growth occurred in St. Catharines and Wainfleet but, in both cases, the 
annual average growth rate was less than 1 percent. 


The distribution of expenditures for 1986 for each of the municipalities in 
Niagara is presented in Table 2. At the regional level, the largest 
expenditure item tends to be social and family services followed by 
protection (police) and environmental services. At the local level, the two 
largest expenditure categories tend to be transportation and environmental. 
Over the period from 1977 to 1986, there has generally been a decline in 
the relative significance of transportation and an increase in the relative 
Significance of environmental services. 


To summarize, total operating expenditures of the regional and local levels 
of government in 1986, were almost $323 million. Over 48 percent of these 
total expenditures were accounted for by the regional government. In terms 
of real expenditures per household, the annual average growth rate in 
regional government expenditures over the period 1977 to 1986 was 1.2 
percent; for local government, the annual average decline in expenditures 
was at the rate of $.2 percent. Quite clearly, then, the growth in regional 
government expenditures in the Regional Municipality of Niagara has 
outstripped the growth in local government expenditures. 


Table 1 


Expenditures per Household by Municipality, Regional Municipality of 
Niagara, 1986 


Municipality Exp. per Annual Avg. Real exp. Annual Avg. 
household Growth Rate per household Growth Rate 
1986 1977-86 1986 1977-86 
($) (4) ($) (4) 
Niagara Falls St? 6.8 1,916 (1.4) 
Port Colborne 1,426 eS 1,976 (@.2) 
St. Catharines 1,238 Se 934 Q.7 
Welland 1,129 Ge 851 C12) 
Thorold 1,191 5.1 836 (25>) 
Fort Erie 998 Pro 685 B.D 
Grimsby 1,943 5.4 787 (2.6) 
Lincoln 1,125 Sm B49 9.5 
Niagara-on-the Lake 1, 128 6.4 854 (E15) 
Pelham 839 5.5 633 (1.9) 
Wainfleet 689 9.2 529 ‘bees 
West Lincoln 1,169 Br5 882 §.9 
Regional tier 1,169 8.8 836 1.1 
Lower tiers 1,184 Te 893 (0.5) 
Total 2,255 Hat ate 0.3 
Note: Negative numbers appear in brackets. 


Source: Todd (1988), Tables 7 and 8 (published and unpublished) 


Table 2 


Distribution of Expenditures by Municipality, Regional Municipality 
of Niagara, 1986 
(percent) 
Municipality Gen. EROGENE Ss linansan Env’l Health Soc.& Rec.& Plan 
Gov. Fam. Cult. 

Niagara Falls 18.6 Meigs, 33.4 17.6 229 8.6 14.3 3.9 
Port Colborne 1By2 1164 20.8 22.9 B.D %.G 18.9° 8.6 
St. Catharines ere 1591 36.9 18.9 1.4 Ax Ace? 3.8 
Welland 19.2 15S-n9 PNG) 7 ea7 1.9 B.D Ue Ge 
Thorold WY a2 2) 6 2 26.0 19.8 foe, 3) 0.7 ives 1.6 
Fort Erie 14.3 7.9 24.1 heya 1.4 %.2 Usp gts} ZakaKs} 
Grimsby 14.9 647 ene 28.8 he 1.4 21.9 3.8 
Lincoln Tils®) 8.2 34.5 22.9 i= .6 0.9 Ue 7/a8) 
Niagara-on-the Lake 14.7 8.8 23.0 255 ile! %.2 Sis" 18.9 
Pelham Uae a AERO 39.4 18.9 ae 0.8 A764. 5 
Wainfleet 16.2 19.8 34.5 5.6 1,8 B.D 15.8 16.6 
West Lincoln lve Zs 6 Sold Us ea/ 0.7 B.D SP 3.1 
1986 

Regional tier 6.8 2432 18.6 lle fe) 32.9 Ore 
Lower tiers 26 or7, 29.7 20aS 1 ag 6.7 16M6)) 47 
Total 9.8 iov 26.5 20.9 PT 15.8 8872.9 
1977 

Regional tier be 2 2502 15.9 18.6 4.9 39.2 6.6 1.6 
Lower tiers al xe) 12.6 See, 18.8 2.0 G.6 WS Soe) 
Total 8.9 Vo PAS) iy Wt35n 7/ 2g elas! 16.0 2.6 


Source: Todd (1988), Table 9 (published and unpublished) 


e) Expenditures by Object 


Expenditures are made on various objects such as wages, salaries and 
benefits, debt charges, transfers to own funds and so forth. Of particular 
interest in this study are expenditures on wages and salaries and net long 
term debt charges. 


It has often been argued (see, for example, Baumol, 1967) that one of the 
reasons for local government expenditure growth is the large component of 
wages and salaries in municipal budgets. Salaries, wages and employee 
benefits as a percentage of total operating expenditures in 1986 were 47.1 
percent. This percentage was down slightly from 1977 when it represented 
48.8 percent of the total. Salaries and wages take up a larger proportion 
of budgets for some functions than for others. For example, salaries, wages 
and benefits accounted for almost 83 percent of expenditures on protection 
(82.9 percent for police and 85.6 percent for fire protection) but only 21 
percent of expenditures on the environment. 


Interestingly, the proportion of expenditures on wages and salaries is 
somewhat higher at the regional level (48.2 percent) than at the _ local 
level (46.1 percent). This difference could reflect a number of factors 
including that the functions performed by regional governments are more 
labour-intensive, that wages and salaries are higher at the regional level, 
that contracting out practices are different and so forth. It would be 


necessary to test empirically an approproate model of expenditure behaviour 
to determine the reasons for these differences. 


Net long term debt charges only absorbed 9.7 percent of total expenditures 
in Niagara in 1986, down only slightly from 19.8 percent in 1977. The 
expenditure category where debt charges are most significant is 
environmental expenditures, where they represented 38.6 percent of total 
expenditures. At the regional level, debt charges were 12.2 percent of 
total expenditures in 1986; at the local level, they were only 7.4 percent. 


Thus, it appears that the regional government relies more on debt financing 
than do the local governments in Niagara. 


f) Comparative Expenditure Analysis 


Table 3 summarizes the annual average rate of growth in per household 
expenditures for a number of two tier and single tier municipalities in 
Ontario (real expenditures per household were unavailable for the other 
municipalities). It is always difficult to make comparisons across 
municipalities because the situation in each municipality is unique. 
Regional governments may have been introduced at different times, the 
responsibilities of regional as opposed to local governments may differ 
across jurisdictions, the age of the infrastructure may be different and 
other factors may have an impact on the quantitative estimates. Thus, 


although the comparisons may appear to be interesting, they may not be all 
that meaningful. 


In any event, Table 3 summarizes expenditures per household for 1986 and 
the annual average growth rates for six two tier municipalities in Ontario 
(Niagara, Hamilton-Wentworth, Metropolitan Toronto, Ottawa-Carleton, 
Sudbury and Waterloo) and three single tier municipalities (London, Thunder 
Bay and Windsor). Expenditures per household ranged from a low of $2,961 in 


Table 3 


Expenditures Per Household, Selected Municipalities, 1986 


Expenditures per Annual Average Increase 
Household 1977-86 
($) (%) 

Two tier 
Niagara PX RENB) Uae) 
Hamilton-Wentworth 2 Nei) 7.4 
Metro Toronto Seuss 8.8 
Ottawa-Carleton 35, O41 8} 72 
Sudbury 2,798 7.@ 
Waterloo Ceod Uegxe} 
Single tier 
London 2,061 Thos 
Thunder Bay 2,954 7.0 
Windsor 2 lh7/S Sas 


Note: For the two tier municipalities, the data reflect the upper and lower 
tiers combined. 


Source: Todd (1988), Table 45 


London to a high of $3,588 in Metro Toronto. Expenditures per household in 
Niagara were at the low end of the range at $2,285 and represented the 
lowest per household expenditures of the selected two tier municipalities. 


Table 3 also shows that the rate of growth in expenditures per household in 
the Regional Municipality of Niagara has been fairly modest when compared 
to other two tier and even single tier municipalities in Ontario. The 
highest growth has been in Metropolitan Toronto at 8.8 percent; the lowest 
growth rate was in Sudbury and Thunder Bay at 7.9% percent. With an annual 


average growth rate of 7.9 percent, Niagara is roughly in the middle of the 
range. 


As noted above, no firm conclusions can be drawn from Table 3, except 
perhaps that the growth in expenditures per household is unrelated to the 
the number of tiers of government. It is mecessary to compare many 
different characteristics of each municipality to determine whether’ the 
differences in growth rates are significant and why growth rates differ. 


Table 4 shows the distribution of expenditures by function for the selected 
municipalities for 1986. Again, comparisons across municipalities create 
problems because of the different activities in each municipality and 
because Table 3 only summarizes the distribution for one year, 1986. 


The distribution of expenditures in the Regional Municipality of Niagara 
follows the pattern of expenditures in other Ontario municipalities. 
However, in Niagara, environmental expenditures represent a relatively 
larger proportion of total expenditures than in most other municipalities 
(with the exception of London). 


It is difficult to know the reasons why the pattern of expenditures is so 
Similar across municipalities in Ontario, whether they are one tier or two 
tier structures. As noted in Slack (1988c), provincial control over’ the 
expenditure functions that local governments are responsible for and the 
imposition of provincial standards, combined with the strings attached to 
provincial-municipal grant programs, mean that municipalities have little 
flexibility to be fiscally different. The issue of provincial-municipal 
control is discussed further below. 


Table 5 shows the distribution of expenditures by level of government for 
selected two tier municipalities in Ontario. Specifically, it shows the 
proportion of total expenditures accounted for by the regional level of 
government. A number of conclusions can be drawn from Table 5: 


1. In all of the two tier municipalities, fire protection is entirely a 
local function. 


2. With the exception of the Regional Municipality of Ottawa-Carleton, 


police protection is a regional function in all of the selected two tier 
municipalities. 


12 


Table 4 


Distribution of Expenditures, Selected Municipalities, 1986 


(percent) 
Niag. Ott-— Ham- Metro Sud- Water- Lon- Thun- Windsor 
Carl Went Toronto bury loo don der Bay 

General gov’t 10 14 8 19 16 a2 9 6 16 
Protection 19 15 18 20 15 26 19 26 19 
Transportation 29 36 23 26 21 22 26 19 18 
Environmental Zul 14 16 13 “WA 14 22 13 20 
Health 3 2 3 4 4 3 3 3 2 
Social and 

Family Services 16 16 liz, 15 16 13 ey, 22 15 
Recreation and 

Culture 9 9 12 12 9 14 9 14 13 
Planning 3 3 4 2 (2 2 2 3 2 
TOTAL 196 190 100 10D 19D 198 196 190 102 
Notes: 1. This breakdown includes the expenditures of the upper and lower 


tiers combined. 


2. Totals may not add due to rounding 


Source: Todd (1988), Table 46 


Wa 


Table 5 


Division of Functions, Selected Regional Municipalities 


Expenditure Item 


Fire protection 
Police protection 
Roadways 

means 

Sewers 

Water 

Garbage 


Social and 
family services 


Recreation and culture 


Planning and 
development 


TOTAL 


Source: Todd (1988), Table 42 


Niag. 


63 


56 


98 


18 


48 


1986 


Regional Expenditures as a Percentage 
of Total Expenditures 


(%) 

Ott- Ham- Metro Sudbury 
Carl Went Toronto 

Y) Y) Y) Y) 

Y) 196 190 188 
58 4B 34 aie) 
169 98 190 Y) 
62 97 63 89 
109 199 67 198 
29 67 47 25 
S)7/ g2 196 98 

1 8 55 ”) 
31 SY) ZS; 91 
54 62 65 58 


12 


Water- 
loo 


189 


96 


15 


43 


3. Roadways is a function that tends to be shared between the two levels 
of government. The regional portion ranges from 33 to 5% percent of total 
expenditures on roadways; Niagara is at the low end of the range at 33 
percent of expenditures made by the regional tier. 


4. Transit tends to be either regional or local but not shared. It is 
regional in Ottawa-Carleton, Hamilton-Wentworth and Metro Toronto; it is 
local in Niagara, Sudbury and Waterloo. 


5. Sewers are generally shared between the two levels of govenment, with 
the exception of Hamilton-Wentworth where they are provided by the regional 


government. In Niagara, 63 percent of expenditures on sewers are made by 
the regional government. 


6. Water services are provided entirely by the regional government in 
Ottawa-Carleton, Hamilton-Wentworth and Sudbury. In the other selected two 
tier municipalities, water services are shared. In Niagara, 56 percent of 
water expenditures are made by the regional government. 


7. In most two tier municipalities in Table 5, garbage collection is lower 
tier and garbage disposal is upper tier. The exception is Niagara where all 
garbage cosvtsvarewincurredsav the lower tier Tevel. 


8. Social and family services is a regional function in all of the two tier 
municipalities. 


9. Recreation and culture is largely local in all of the selected two tier 
municipalities. The upper tier in Metro Toronto has the greatest 
involvement at 35 percent of total expenditures. 


1%. Planning and development is generally shared by both levels, except in 
Sudbury where planning is entirely regional and development is shared. 


Looking at total expenditures in Table 5, it can be seen that the regional 
portion of total expenditures ranges from 43 percent in Waterloo to 65 
percent in Metro Toronto. In the Regional Municipality of Niagara, regional 
expenditures make up approximately 48 percent of total expenditures. This 
appears at the low end of the range in terms of regional government 
involvement presumably because of the lack of regional government 
expenditures on transit, garbage, and recreation and culture. 


II. Revenue Analysis 


Generally, on the operating side of a municipal budget, revenues are equal 
to expenditures in Ontario municipalities. This is a direct result of the 
provincial requirement that municipalities not run a deficit in their 
operating budgets. However, in some years in the Niagara Region, revenues 
have exceeded expenditures by as much as $5 million (for example, in 1981 
and 1984), thus leading to surpluses. 


The analysis of revenues is presented for a) the Niagara Region (upper and 
lower tiers combined), 6b) the regional tier, c) the lower tiers combined, 


and d) revenues in each municipality. There is also e) a comparative 
analysis. 


1s 


a) The Niagara Region (upper and lower tiers combined ) 


In 1986, the total revenues collected in the Niagara Region amounted to 
just over $323 million, or an amount that is comparable to total operating 
expenditures in that year. As with expenditures, the annual average growth 
rate in revenues over the period 1977 to 1986 was 8.1 percent. 


On a per household basis, revenues per household in 1986 were $2,298; real 
revenues per household grew over the period 1977 to 1986 at an annual 
average rate of 9.2 percent. 


b) The Regional Tier 


For the regional municipality alone, revenues collected in 1986 amounted to 
almost $156 million or 48 percent of the total revenues of both tiers. 
Property taxes accounted for 42.% percent of total revenues at the regional 
level, conditional grants for 26.4 percent and unconditional grants’ for 
13.4 percent. Unfortunately, the reporting of revenues in the MARS database 
(the source of data for this study) creates major problems for determining 
the breakdown of revenues at the regional level. In particular, the amount 
of property taxes reported by the regional level does not correspond to 
what the lower tiers claim that they have collected on behalf of the 
regional level. The difference can be attributed in part to the treatment 
of some user charges (such as water and sewer charges) but the exact nature 
of the discrepancy is unknown. For this reason, the distribution of 
revenues can only be determined for property taxes and provincial grants 


with all other sources of revenue (including user charges) being classified 
as "other revenues." 


Over the period 1977 to 1986, real revenues per household grew at an annual 
average rate of 9.8 percent. Property taxes increased at 1.6 percent per 
year on average, unconditional grants declined by 1.3 percent per year and 
conditional grants increased at a rate of 1.1 percent per year on average. 
Again, it is not possible to determine what has happened to user’ charges 
over the period, given the available data. However, other revenues 
(including user fees) rose by 9.4 percent per year on average. 


c) The Lower Tiers Combined 


Revenues collected by the lower tiers in 1986 were under $168 million. Over 
57 percent were property taxes, almost 17 percent were provincial grants 
(8.5 percent unconditional; 8.4 percent conditional), almost 11 percent 
were user fees, almost 8 percent were other revenues and 6.5 percent were 
payments in lieu of taxes. The distribution of revenues was roughly similar 
in 1986 to what it had been in 1977: property taxes rose only slightly as a 
proportion of total revenues, provincial grants fell (especially 
conditional grants) and user fees rose. 


In real terms per household, property taxes fell at an annual average rate 
of @.6 percent from 1977 to 1986. Ontario conditional and unconditional 
grants also fell -- at an annual average rate of 3.8 percent and 1.6 


percent respectively. User fees increased at an annual average rate of 
1.3 percent. 
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d) Revenues in Each Municipality 


A brief summary of revenues per household, growth in revenues and the 
distribution of revenues for each of the municipalities in the Niagara 
Region appears in Tables 6 and 7. 


Table 6 summarizes the revenues per household for 1986 and the annual 
average growth in real revenues per household for _ each of the 
municipalities in the Regional Municipality of Niagara. For the Region as a 
whole (upper and lower tiers combined) revenues per household were $2,296 
and the annual average increase in real revenues per household was §.2 
percent. For the regional tier, revenues per household were $1,193 and the 
annual average rate of growth was 6.8 percent; for the lower tiers 
combined, revenues per household were $1,188 and the annual average rate of 
decline in real revenues per household was 9.3 percent. The highest 
revenues per household were $1,382, collected in Niagara Falls and $1,311, 
collected in Port Colborne. The lowest revenues per household were in 
Wainfleet at $689 and Pelham at $893. 


As with expenditures, then, the growth in revenues has been greater at the 
regional level than at the lower tier level. In most municipalities (with 
the exception of St. Catharines, Fort Erie, Lincoln, Wainfleet and West 
Lincoln) real revenues per household fell over the period 1977 to 1986. 


Table 7 shows the distribution of revenues for the municipalities in the 
Niagara Region for 1986. Several conclusions can be drawn from Table 7: 


1) Property taxes range froma low of 36.3 percent of total revenues in 
West Lincoln to a high of 64.6 percent in Thorold. Generally, property 
taxes at the local level in the Regional Municipality of Niagara account 
for between 58 and 6@ percent of total revenues. 


2) Payments in lieu of taxes are important sources of revenue in Niagara 
Falls and Niagara-on-the-Lake where they make up over 1% percent of total 


revenues. They are less significant in the other municipalities in the 
Region. 


3) Provincial grants range from 12.5 percent of total revenues in Niagara 
Falls to 45.1 percent in West Lincoln. Table 6 shows that there is 
,considerable variability in the proportion of total revenues accounted for 
by provincial grants across municipalities in the Region. 


4) User charges range froma low of 5.9 percent of total revenues in Port 
Colborne to a high of 22.5 percent in Wainfleet. 


15 


Table 6 


Revenues per Household, by Municipality, Regional Municipality of Niagara, 


1986 
Revenues per Annual Average Growth 
Household in Real Revenues per 
Household, 1977-86 

($) (%) 
Niagara Falls 1,382 (1.6) 
Port Colborne 13301 (tee) 
St. Catharines 1,255 8.9 
Welland 5 WT (Gia) 
Thorold 1,198 (@292)) 
Fort Erie 919 G.4 
Grimsby 1,932 (222') 
Lincoln 1,@62 G.1 
Niagara-on-the-Lake 19.143 (@.9) 
Pelham 883 (1.9) 
Wainfleet 689 lee 
West Lincoln 1,176 0.7 
Regional tier We Uhaks) %.8 
Lower tiers 1,188 (6.3) 
Total 2,290 0.2 
Note: Negative numbers appear in brackets 


Source: Todd (1988),Table 17 (published and unpublished) 
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Table 7 


Distribution of Revenues, by Municipality, Regional Municipality of 


Niagara, 1986 
(percent) 


Property Riis Prov’l Other User 


Taxes Grants Grants Fees 
Niagara Falls 58.1 21 12:25, G.2 8.9 
Port Colborne 58.9 7 28 21.4 1.0 5.9 
St. Catharines 57.2 4.1 16.4 @.7 15%..2 
Welland 61.3 TR2 Wi) aks: 1.6 SrS 
Thorold 64.6 8.4 13.9 0.0 Jane, 
Fort Erie 59.8 3.3 22.5 9.1 5a7 
Grimsby 56.6 2.6 gel 4.6 19.9 
Lincoln 56, oS 5.9 20.3 G.2 19.8 
Niagara-on- 
the-Lake 56.9 10.7 N27. %.3 14.4 
Pelham 49.4 6.7 22.8 $.2 ONS 
Wainfleet 48.6 0.1 PATE 2) AA7 225 
West Lincoln Smo Dod 45.1 0.3 8.9 
1986 
Lower tiers D758) bao 16.9 g.8 19.7 
1977 
Lower tiers 56.9 S30 20.0 Aaa? 9.6 
Note: Totals may not add due to rounding. 


Source: Todd (1988), Table 18 (published and unpublished) 
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Other 
Revs. 


Fue 
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Total 


166.8 


198.0 


198.8 


188.0 


198.8 


198.8 


168.8 


186.8 


190.8 


160.8 


192.0 


190.8 


198.9 


196.6 


e) A Comparative Analysis 


Table 8 compares revenues per household in 1986 and the annual average 
growth for selected two tier and single tier municipalities in Ontario. As 
noted with respect to the expenditure analysis, data on real revenues’ per 
household were not compiled for comparative purposes. 


Revenues per household range from a low of $1,961 in London to a high of 
$3,539 in Metro Toronto. In terms of the growth in revenues per household, 
the range is from 6.9 percent in Sudbury to 8.8 percent in Metro Toronto. 
Over the period 1977 to 1986, the annual average growth in revenues’ per 


household in the Niagara Region was 7.8 percent. This estimate appears in 
the middle of the range. 


Table 9 presents the distribution of revenues among property taxes, 
provincial grants and other revenues (including payments in lieu of taxes, 
other grants, user fees and miscellaneous revenues) for 1986 for selected 
municipalities in Ontario. Two differences across municipalities can be 
noted. First, provincial grants tend to be higher in the northern 
municipalities than in the rest of the province because of special northern 
grants designed to reflect differential needs and costs. Second, the 
property tax as a proportion of total revenues ranges froma low of 31 
percent in Metro Toronto to a high of 47 percent of total revenues in 
Windsor. On average, there tends to be a greater dependence on the property 
tax in single tier municipalities than in two tier municipalities. In the 
Regional Municipality of Niagara, property taxes accounted for 42 percent 
of total revenues in 1986 -- the greatest reliance on property taxes in 
the selected two tier municipalities. 


III. Property Tax Analysis 


The property tax is the largest single source of revenue for local 
governments in Niagara, as well as in the rest of the province. It is also 
the only source of revenue exclusively available to local and _ regional 
governments (and school boards). For this reason, and because of recent 
concerns over the use of the property tax, this section is devoted to an 


analysis of the property tax in the Regional Municipality of Niagara and in 
other selected municipalities in Ontario. 


a). Average Property Taxes per Household 


Table 1% shows the average (residential) property tax per household 
(including upper tier, lower tier and school taxes) by municipality in the 
Niagara Region in 1986. Property taxes per household range from $1,112 in 
Wainfleet to $2,432 in Thorold. In the majority of municipalities in 
Niagara, property taxes were less than $2,886 per household in 1986, but 
there was still considerable variability across municipalities. 
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Table 8 


Revenues per Household, Selected Municipalities, 1986 


Revenues per Annual average increase 
Household 
($) (%) 
Two tier 
Niagara 2,299 7.8 
Hamilton-Wentworth 2,721 7.4 
Metro Toronto Bye See, 8.8 
Ottawa-Carleton 255 SOS) 827 
Sudbury PR UTS 6.9 
Waterloo 2, BAS US 
Single tier 
London i, Sis YB 
Thunder Bay 2,968 6.9 
Windsor PX TENS) 8.4 
Note: Revenues include gross revenues from all sources. In the case of 


two tier municipalities, both tiers are combined. 


Source: Todd (1988), Tables 48 and 59 


8) 


Distribution of Revenues by Source, Selected Municipalities, 1986 


(percent) 

Property Provincial 

Taxes Grants 
Two tier 
Niagara 42 4g 
Hamilton-Wentworth 32 34 
Metro Toronto oa 7, 
Ottawa-Carleton 55 35 
Sudbury 316) 49 
Waterloo 35 39 
single tier 
London Ss 29 
Thunder Bay 36 49 
Windsor 47 27 
Notes: 1. For twor tier municipalities, 


tier revenues 


2. Totals may not add due to rounding. 


Si Other 
grants, 


revenues 


Table 9 


include: 


Source: Todd (1988), Tables 51 and 52 
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Other 
Revenues 


18 


34 


42 


31 


28 


25 


28 


24 


26 


Total 


102 


190 


182 


169 


109 


122 


199 


199 


199 


payments in lieu of taxes, 
user fees and miscellaneous revenues. 


revenues include upper and lower 


other 


Table 16 


Average Property Taxes per Household, by Municipality, Regional 
Municipality of Niagara, 1986 


($) 
Niagara Falls Al. 4 AIts} 
Port Colborne eo 
St. Catharines 1,924 
Welland 2,015 
Thorold Cn oe 
Fort Erie lose 
Grimsby 1,916 
Lincoln 1,963 
Niagara-on-the-Lake 2,874 
Pelham 1,632 
Wainfleet ty ee 
West Lincoln 1,796 
Niagara Region leo oy, 
Note: Average property taxes per household includes residential upper 
tier, lower tier and school taxes (including water and sewer 


billings). 


Source: Todd (1988), Table 19 (unpublished) 


ZA 


For the region as a whole, property taxes per household grew at an annual 
average rate of 9.3 percent over the period 1977 to 1986. Property taxes 
per household of the regional government grew at an annual average rate of 
1.6 percent; lower tier taxes fell at an annual average rate of 6.6 
percent; and school taxes grew at 9.4 percent per year, on average. In 
other words, the major source of growth in property taxes over the period 
came from the regional level of government. 


Table 11 compares property taxes per household for selected municipalities 
in Ontario in 1986. Property taxes ranged from $1,689 per household in 
Eondon! to $s, 152) sine Metho. lhorontor The Niagara Region, at $1,937 


per household, is roughly in the middle of the range for the selected 
municipalities. 


In all municipalities in Ontario, it is only the lower tier of government 
that collects property taxes. School boards and regional governments 
determine their property tax requirements and then levy these amounts’ on 
the lower tier. The lower tier collects these taxes on behalf of the other 
two governments, as well as to meet its own expenditure requirements. 


The collection of taxes by the lower tier means that a taxpayer mails one 
cheque to the lower tier to cover upper tier, lower tier and school taxes. 
Not surprisingly, the lower tier is often blamed for tax increases because 
that is where the cheque is being mailed. The lower tier has no control or 
input into the tax decisions of the other two levels. Thus, the lower tier 
can feel constrained in its own decisions concerning mill rates: if school 
board taxes increase dramatically in one year, for example, the lower tier 
may feel pressure to keep its own tax rates down. 


Table 12 shows the division of property taxes among the upper tier, the 
lower tier and school boards for selected municipalities in Ontario 
(including the Region of Niagara) for 1986. Generally, school boards 
account for between 45 and 5@ percent of the total property taxes 
collected. In the two tier municipalities, the school board levies, by far, 
the largest proportion of the property taxes. In single tier and two tier 


municipalities, the school board accounts for a similar proportion of the 
taxes levied. 


In the two tier municipalities, the upper tier levies between 23 and 29 
percent of the total property taxes. In Niagara, the upper tier portion is 
less than that levied by the lower tiers (combined), but this is not true 
for all of the other selected muncipalities in Ontario. 


For the lower tier in two tier municipalites, Table 12 shows that it is 
collecting between 7% and 8% percent of tax on behalf of other governments. 
In single tier municipalities, the municipal government is collecting 
between 46 and 5% percent of the taxes for the school board. 


22 


Average Property Taxes per Household, Selected Municipalities, 


Two tier 


Niagara 
Hamilton-Wentworth 
Metro Toronto 
Ottawa-Carleton 
Sudbury 


Waterloo 


Single tier 


London 
Thunder Bay 


Windsor 


Note: See Notes to Table 19. 


Source: Todd (1988), 


Table 11 


1) SEI 
Celio 
3, lo2 
2,413 
teers 


Ugekers} 


1,689 


1,985 


2009 


($) 


Tables 52 and 53 
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1986 


Table 12 


Division of Property Taxes, Selected Municipalities, 1986 


(percent) 

Upper tier Lower tier School Total 
Two tier 
Niagara 23.9 Site 44.9 198.8 
Hamilton-Wentworth 26.2 28.6 45.2 108.0 
Metro Toronto 28.9 Abo 56.4 108.9 
Ottawa-Carleton 27.0 Dome 49.8 198.9 
Sudbury 29.1 24.1 46.8 199.9 
Waterloo 22.9 29.5 47.6 198.9 
Single tier 
London : nea 49.8 59.2 169. 
Thunder Bay n.a. 54.1 45.9 198.8 
Windsor nea 54.1 45.9 198.0 
Note: Totals may not add due to rounding. 


Source: Todd (1988), Table 53 
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c) Division of Taxes between Residential and Commercial and Industrial 


Property 


It is generally believed that commercial and industrial property is more 
valuable than residential property from the point of view of property tax 
collections for two reasons. First, the Province has legislated that the 
mill rate be 15 percent higher on commercial and industrial property than 
on residential property. Second, under current assessment practices, 
commercial and industrial property is assessed at a higher ratio of market 
value than is residential assessment. Third, an additional business tax is 
levied on non-residential property. For these reasons, then, a dollar of 
commercial and industrial assessment is considered to be worth more than a 
dollar of residential assessment. Thus, the division between commercial and 
industrial assessment and residential assessment is important. 


Table 13 shows the ratio of residential to total assessment by municipality 
for the Regional Municipality of Niagara for 1986. Residential assessment, 
on average for the Region, accounts for over 57 percent of total 
assessment. The range is from 44.7 percent in Thorold to 83.5 percent in 
Wainfleet and there is considerable variability within that range. 


Table 14 compares the ratio of residential to total assessment for other 
selected municipalities in Ontario. Here the range is from 41.8 percent in 
Thunder Bay to 57.3 percent in Niagara. In other words, the Region of 
Niagara is a relatively more residential community than are the other 
selected municipalities in Ontario. 


IV. Capital Expenditures and Revenues 


This section analyzes the capital expenditures by function in the Regional 
Municipality of Niagara and the sources of financing capital expenditures. 
Because capital expenditures respond to different needs in different 
municipalities and because the age and state of the infrastructure is 
different across regions, a comparative analysis is not considered to be 
appropriate. Thus, this section of the study concentrates only on 
municipalities in the Niagara Region. 


a) Analysis of Capital Expenditures in the Regional Municipality of Niagara 


Total capital expenditures in the Regional Municipality of Niagara in 1986 
were just under $61 million. The largest proportion of these expenditures 
were for transportation (mainly roadways) which represented 41 percent of 
the total followed by 38 percent for environmental purposes (mainly 
sanitary sewers). The remaining 21 percent of capital expenditures were 


largely for recreation and culture, planning, protection and general 
government. 
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Table 13 


Ratio of Residential to Total Assessment, by Municipality, Regional 
Municipality of Niagara, 1986 


(percent) 
Niagara Falls 47.7 
Port Colborne SIR I5 8) 
St. Catharines Gir2 
Welland 49.4 
Thorold 44.7 
ROrtaEre ive G2tw7, 
Grimsby 69.7 
Lincoln 69.8 
Niagara-on-the-Lake 64.6 
Pelham 81.8 
Wainfleet Sono 
West Lincoln GUESS 
Niagara Region 57,5 


Source: Todd(1988), Table 2% (unpublished) 
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Table 14 


Ratio of Residential to Total Assessment, Selected Municipalities, 1986 


(percent) 

Two tier 

Niagara Sa) 
Hamilton-Wentworth 58.5 
Metro Toronto 44.@ 
Ottawa-Carleton 5 2ne7, 
Sudbury 47.7 
Waterloo 55.9 
Single tier 

London 54.9 
Thunder Bay 41.8 
Windsor 48.9 


Source: Todd (1988), Table 53 
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The division between the regional and lower tiers in Niagara indicates 
that, in general, the lower tiers make a greater percentage of capital 
expenditures. In 1986, for example, the lower tiers accounted for over 66 
percent of total capital expenditures in the Region whereas the regional 
tier accounted for only 34 percent. The bulk of lower tier expenditures was 
for transportation followed by environmental expenditures; the bulk of 
regional capital expenditures was for environmental purposes followed by 
transportation. Interestingly, in the Regional Municipality of Ottawa- 
Carleton in 1986, capital expenditures by the regional government accounted 
for the largest proportion of the total at 65 percent. 


Although there has been no particular trend in capital expenditures over 
the period 1977 to 1986, the two largest components have generally been 
transportation and environmental. It is not surprising that there is no 
other pattern to capital expenditures because these types of expenditures 
tend to be lumpy in nature. In other words, if sanitary sewers are 
constructed in one year in one municipality, these expenditures would have 


no bearing on other capital expenditures in other municipalities in other 
years. 


Capital expenditures in each municipality in the Niagara Region also do not 
show any particular pattern. Rather, these expenditures are made in 
response to needs for infrastructure and availability of financing. Table 
15 shows the amount of capital expenditures by municipality in the Region 
for 1986. These expenditures range from a low of $331,898 in the Township 
of West Lincoln to a high of $12 million in St. Catharines. Again, looking 
at expenditures in one particular year only indicates the requirements in 
that year and bears no relationship to expenditures in other years. As 
noted earlier, the bulk of expenditures have tended to be transportation 


and environmental expenditures with more limited commitments to recreation 
and culture, protection and planning. 


b) Analysis of Sources of Financing Capital Expenditures in the Regional 
Municipality of Niagara 


Total financing for capital expenditures in the Regional Municipality of 
Niagara in 1986 were $64 million, an amount which is $4 million higher than 
capital expenditures in that year. Of this total, almost 5% percent came 
from contributions from own funds, 27 percent from long term liabilities, 


19 percent from grants and loan forgiveness and almost 4 percent from other 
sources. 


Over the period 1977 to 1986, grants and loan forgiveness have generally 
accounted for between 28 and 3% percent of the total sources of capital 
financing, with a couple of exceptions. Contributions from own funds have 
ranged from roughly 368 percent to 5@ percent of the total; long term 
liabilities have ranged from 26 percent to 46 percent. 


On average over the period 1977 to 1986, the regional tier has relied more 
heavily on long term liabilities than have the lower tiers. The lower tiers 
have made relatively greater use of contributions from own funds. Since it 
is generally easier for regional governments to borrow money in financial 
markets than for smaller local governments, it is not surprising that the 
regional tier depends relatively more heavily on long term liabilities. 
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Table 15 


Capital Expenditures by Municipality, Regional Municipality of 
Niagara, 1986 
($, 699) 
Niagara Falls 8,792 
Port Colborne 1,954 
St. Catharines 12,916 
Welland sh, OIE) 
Thorold 798 
Fort Erie 2,889 
Grimsby 2,487 
Lincoln 1,443 
Niagara-on-the-Lake 1,687 
Pelham 1,826 
Wainfleet 1,864 
West Lincoln 331 
Region 29,475 
Lower tiers 49,496 
Total 62,978 


Source: Todd (1988), unpublished Table 21 
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Table 16 summarizes the sources of capital financing for each of the 
municipalities in Niagara. The distribution varies quite dramatically 
across municipalities, and indeed, a look at the distribution over time 
shows that it also varies considerably within municipalities over the 
period. In most municipalities, however, Table 16 shows a preference for 
contributions from own funds rather than long term liabilities. 
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Table 16 


Sources of Financing Capital by Municipality, Regional Municipality 
of Niagara, 1986 


(percent) 
Own Funds Long term Grants and Other Total 
J aleloyat Wale aloes Loan Forgive- 
ness 

Niagara Falls 74.5 55-5 (5) 8.4 als 189.9 
Port Colborne 34.4 52. 8.8 4.8 198.2 
Stee cathdigunes Giles V2.7 22.9 B54 180.9 
Welland Simo) 39.8 200 6.4 108.0 
Thorold Vows: %.D 7.D 19RS 106.0 
Fort Erie 6255 3.9 26.8 PEF 189.9 
Grimsby TESS G.4 PIN se) 0.5 162.9 
Lincoln 64.1 18.2 2ie2 4.4 190.6 
Niagara-on- 
the-Lake 28.8 6123 7 a2 190.8 
Pelham 65m5 4 .@ (33) 5 If 6.8 162.9 
Wainfleet 2205 1204 54.4 5.9 190.8 
West Lincoln 68.6 Sia. 19.6 NSA 190.6 
Region 39.8 FF at 20.9 oon 180.6 
Lower tiers 5oe2 20.9 18.4 4.4 162. 
Total 49.8 2 ifs 19.0 358 182.8 


Source: Todd (1988), unpublished Table 22 
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B. THE ISSUES 


This part -of the study addresses some of the issues in the revenue’ and 
expenditure analysis. These issues are discussed under expenditure 


analysis, property tax and revenue analysis and capital expenditure and 
revenue analysis. 


I. Expenditure Analysis 


the two main expenditure issues ‘are: a) the growth in government 
expenditures in the Niagara Region over the decade 1977 to 1986 and the 


reasons for that growth and b) the appropriate division of functions 
between the two tiers of government. 


a) The Growth in Government Expenditures in the Niagara Region 


Thes “analysis of “expenditures “ins the Reguon’ of Niagara over the period) 1977 
to 1986 suggested that expenditures grew at an annual average rate of 8.1 
percent. Expenditures by the regional government grew at an annual average 
EOVEMNOf MoO mepencents and thosero fete Wower “GLlerms® Vat a 7s4"s percent. Tlihe 


purpose of this section is to explain the reasons for the growth in 
expenditures. 


A proper analysis of the growth in government expenditures would require 
the formulation of an economic model of the expenditure behaviour of local 
governments, including a number of variables which are assumed to affect 
the quantity of expenditures. Such a model would then be tested empirically 
LOMPUCtermaAnes thessiGhiin1ecance Of meGeh Onethese:Varlables  siwirilice holding 
all of the other variables constant. A review of the literature on these 
types of models (both political and bureaucratic) and the empirical 
findings is provided in Slack (1988c). 


Unfortunately, there are insufficient data to test such a model for the 
Niagara Region. Consequently, this section uses the empiricial results from 
other models to address some of the reasons why expenditures may have grown 
ineeches NragaraltkRegion.  lusshoullatbe cemembered, however "that wseveral 
factors are operating at the same time to influence expenditures and no 
Single variable alone can explain expenditure growth. The advantage of a 


model is that it can isolate the impact of each variable while holding the 
others constant. 


The following explanations are considered: population growth and 
demographic change, inflation, increased volume and level of services, 
labour “intensity of “municipal ‘services, and provincial control over 
municipal expenditures. 


(i) population growth and demographic change 


One explanation for the growth in government expenditures in Niagara is 
simply that the number of households has increased over the period 1977 to 
1986. When the total number of households increases, expenditures also 
increase. For this reason, the expenditures were analyzed in per household 
terms. The annual average increase in expenditures per household was 7.9 
percent for upper and lower tiers combined, 8.8 percent for the regional 
tier and 7.1 percent for the lower tiers. Since the growth in per household 


D2 


expenditures is less than the growth in total expenditures, it appears that 
an increase in households has been one factor in the increase in 
expenditures. 


An increase in the number of households will also affect the expenditures 
per household because of increased density in the Region. It is possible 
that the demand for services increases more than proportionately with an 
increase in households. In other words, the increased density may result in 
a greater demand for some services (for example, police services or social 
services) where increased density affects service delivery. 


As noted in Slack (1988c), demographic change may also affect the demand 
for expenditures in a municipality. The increased educational expenditures 
in the 1988s, for example, was a direct result of the baby boom. As Foot 
(1984) notes, the demographic trends are towards an aging population which 
will require greater services from the federal government (for pensions) 
and provincial governments (for health) rather than from local governments. 


However, a change in the composition of the population does not necessarily 
mean reduced expenditures for local governments. In education, for example, 
a declining student population has not meant that expenditures have fallen 
concomitantly. Rather, the fixed costs have remained and more sophisticated 
anid Scostly” (programs wnaVen Deen IintBOduced a US mauncm Pisces Suge mm On mL Oca 
governments to make expenditures may ease with changing demographics but it 
TSenot clear whats Costs will ab emneducedmate tnemsanern acitcer. 
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A second reason for the growth in municipal expenditures is inflation, a 
factor beyond the control of municipal governments. In other words, the 
prices of goods and services have risen everywhere in the economy and it is 
thus necessary to look at the growth in real expenditures. Expenditures in 
real terms grew at an annual average rate of 1.3 percent for the Region, 
2.8 percent for the regional tier and @.6 percent for the lower tiers. Even 
without a sophisticated model of the expenditure behaviour of governments 


in the Niagara Region,  1Tevappeans that inflation ts a tsigniiteante Geason 
for that increase. 


(ii) increased volume and level of services 


The volume of service is the total amount of the service provided within a 


municipality; the level of service is the amount of service available per 
unit of population, for example, per 189% people. The volume of service 
tends to increase with population increases and the general growth of the 
municipality. The level of service is much more difficult to measure 


because it considers both the increased service and the quality of the 
service. It is possible that expenditures have increased because more and 
better services are being provided than previously. This phenomenon is 
difficult to substantiate because it requires quantitative measures. of 
output and of quality (see Auld, 1988). Since these are not easily 
determined, it was not possible to say how much of. the growth of 


expenditures in Niagara can be attributed to increases in the level of 
service. 
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(iv) labour intensity of municipal services 


According to the Baumol (1967) hypothesis, municipal expenditures have 
grown rapidly because municipal services are relatively labour intensive. 
According to this theory, the economy can be divided into a progressive and 
a non-progressive sector. Local government services fall into the non- 
progressive sector because they are relatively labour intensive and benefit 
little from productivity increases. For example, technological advances may 
increase productivity for services such as sewage treatment and 
EMONSPORULGELON s but tney “ane Wess, likely. torigeduces thes need “for “social 
SCEVACCeWORKErS am TUS, PhOdUCEIVAtyeanereasessidoy not iplaysay major irrolle) for 
many of the services provided by municipal governments. 


However, DECOUSCHEE Cw MO UDI UCR hICam DigtV.Cieen ESCO LORE LObDOUR samcdgketSey= aire 
intvernelated ~~ anecRpeased wages an one secittog will affect wages ini the other 
SecuOmn  aiMUS ~eUnmuIe rpm acenseeLOm 7 Cl exomplenuns nicheasedmeproductivartVe ais 
matched by increased wages and there are no increases in real costs. In the 
munwcapalyqovernnen Grseccon, saccording sto has hypothesis; “there, arenlittle 
CH NOMmPROGUGEMVEEY Sineredsesmbukwages Jarenrrisinge nonetheless, | Ihenmnesult 
iS increased costs form munzcipal governments. 


Turning to the Regional Municipality of Niagara, it is again difficult to 
test this hypothesis without a properly specified model. The expenditure 
analysis earlier suggested that expenditures on wages and salaries 
accounted for over 47 percent of total expenditures, down from almost 49 
percent in 1977. Thus, wages and salaries form a considerable portion of 
the municipal budget, although declining somewhat. 


The analysis also showed that wages and salaries form a larger proportion 
of regional budgets than of lower tier budgets (48 percent compared to 46 
percent). The Baumol hypothesis might explain the faster growth in regional 
government expenditures by the relatively greater labour intensity of 
regional government services. Again, this hypothesis requires empirical 
testing before any conclusions can be drawn. 


(v) provincial control over municipal expenditures 
Qnem reason, oftens givens byaAmumucI palates: for the ~anereased! growth, in 


expenditures is that the provincial government mandates certain programs 
and certain standards to be met. With an increase in the standards being 


imposed, municipal expenditures automatically increase but, municipalities 
would -argue, these increases are beyond their control. For example, the 
provincial Ministry of the Environment has recently increased the 


environmental requirements for the treatment of sanitary sewage and 
overflows, thus necessitating increased municipal expenditures. Under the 
General Welfare Assistance Act, the Province sets down the conditions under 
which allowances are paid to welfare recipients and these conditions do 


change over time resulting in increased municipal expenditures on this 
function. 


Notwithstanding the above two examples, it is difficult to test the 
hypothesis that increased provincial requirements have been responsible for 
increased municipal spending. First, in the absence of knowing which 
provincially mandated programs would have been undertaken by municipalities 
in any event and which are purely designed to meet provincial standards, it 
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is impossible to know the influence of the Province in some program areas. 
In the case of social services, for example, it is assumed that regional 
governments would provide some welfare services even in the absence of a 
provincial government mandate but the magnitude and nature of these 
regional services is unknown. 


Second, many provincial standards and regulations also apply to the private 
sector and™ thus edo not Sincredse es thetmnel culver GiOwithina um municipal 
expenditures. For example, regulations concerning Workers’ Compensation and 
Occupational “Health and) “Safety “apply to all) lemployers ‘and wnoty just 
municipal governments. Changes in these regulations can result in increased 
expenditures but not for municipal governments alone. 


Third, “provinciale| programs ane not necessarily sbindiunGeeunecllersCiSCew sna 
the Province may offer some funding if certain conditions are met but the 
municipality. (has sthe™ auithoritye cto ireyiecth the wiundingkw andi achesaStiainGs 
attached to it. For example, with respect to nursing in Niagara, staffing 
was generally considered to be below that mandated for a minimum level of 
service. Provincial matching funds to enhance staffing have not been taken 
up and thus the provincially-defined minimum standard is not being met. In 


this example, provincially-mandated standards are not binding on the 
municipality. 


Even “with? “all oof the abovercavieats,s echeresi stam isubstantiol , anolinitw ron, 
provincial intervention into the expenditures of municipalities in Ontario. 
table “17 *shows “the provineveal presence wun regqvonal governments programs in 
Niagara by department. Again, it is impossible to determine how much of the 
expenditure growth in the Niagara Region can be attributed to increased 
provincial requirements, but it probably accounts for some of that growth. 


(vi) summary 


The growth in expenditures in the Regional Municipality of Niagara over the 
period 1977 to 1986 can be accounted for, to a great extent, by the growth 
in the number of households and inflation over the period. When 
expenditures are analyzed in real terms per household, the growth over the 
period is not particularly large. The main source of growth is at the 
regional level. The largest expenditure category is social services, a 
function for which productivity increases are not anticipated and over 
whieh theres as consa derapile= provincial controls Lower tier governments 


have experienced a small annual decrease in real terms per household over 
the same period. 


In addition to the number of households and inflation, other possible 
reasons for the growth have been explored: more and better services are 
being provided, municipal government expenditures are relatively labour 
intensive and there has been increased provincial standards and regulations 
applied to municipal governments. 


S15) 


Table 17 


Regional Programs Directed or Initiated by the Province, 
Regional Municipality 


Senior Citizens 


Upgrading Homes 

Human Rights 

Community Support 

Occupational Health and Safety 
Pay Equity 

Arbitration-Hospital Dispute Act 
Workers’ Compensation 


Personnel (Health and Safety) 


Occupational Health and Safety 
Pay Equity 
Workers’ Compensation 


Social Services 


Spouse in House 


Special Assistance in Welfare Recipients 


Administrative Subsidy Limitation 
General Welfare Assistance 

Day Nurseries 

Homemaker Nursing 


Public Works (Transportation) 


Road transfers 

Fuel Taxes 

Transportation Study Rates 
Railway Grade Separation 
Storm Drainage 


Reduction of Contamination for Construction 


Si bes 
Environmental Assessment 
Transportation of Dangerous Goods 
Underground Fule Storage 


Dump and Bus Vehicle Safety Inspection 


Drivers Hours of Work 
Air Brake Endorsement 
Occupational Health and Safety Act 


by Department, 


of Niagara 


Public Works (Sewage/Env’ 1) 


Change in Effluent Monitoring & 
Sampling Requirement 

Storm Sewers 

Local Works, Detours 

Population Projection 

SUZING) Of roll GLonmConitrhole Plants 

Sludge Transfer Facilities 

Zoning Bylaws 


Planning 


Subdivision Plans, Adjustment 
Applications, Zoning Amendmments 

NEC 

Protection for Agricultural Land 

Niagara Escarpment Studies 

Provision of Affordable Housing 


Health Services 


Shared Funding 

Nursing - Family Planning 
- Community Mental 
Health Program 

= AIDS Program 

Dental 

Nutrition 

Public Health Inspection 


Workplace Hazardous Material Information System 


Daytime Running Lights 


Source: Prepared by the Regional Municipality of Niagara 
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b) Division of Functions between Tiers 

One of the main issues surrounding regional government is the division of 
expenditure functions between the two tiers of government. Which level of 
government should provide which services? This section of the study 
considers several criteria for answering this question and applies these 
criteria to services in the Niagara Region. A more detailed analysis of the 


optimal size of government can be found in Bird and Slack (1983) and Slack 
(1988c). 


it “is#ossumedm thats thestonptimaltelevelsof ee governmentea TO mipRovTdingmEc 
service is one that best provides the desired level at least cost (see Bird 
and Slack, 1983). Five criteria for the design of government are relevant: 


economies of scale, spillovers, redistribution, demand considerations and 
politacal Men ficmency: 


(i) economies of scale 


Economies of scale exist where the per unit cost of producing a particular 
good or service falls as the quantity provided aneneases. [his may. oceulr 
because of volume discounts associated with the purchase of inputs or 
because of organizational or managerial efficiencies (see Kitchen, 1977, p. 
126). The optimal size of government, based on this criterion, is one that 
achieves the lowest possible cost of production. Since a fairly significant 
population is needed to support the least-cost method, this criterion would 


suggest that a relatively Large jurisdiction provide thosesservacesmewhren 
can benefit from economies of scale. 


There are some problems with this criterion, however. First, if different 
services achieve economies of scale at different scales of production, then 
the optimal jurisidiction for producing water, for example, may differ from 
the optimal jurisdiciton for producing welfare or transportation services. 


Second, one can also reap economies of scale without a large jurisdiction 
by having some municipalities purchase services from other municipalities. 
In other words) “they consuming) municipality dees not) haveus tospbess tne 
producing municipality and thus small jurisdictions can enjoy economies of 
scale elther™ by Selling eros Rother  NcommuUntitNe Sees O rams DUN di Cie aOnmmO tn ele 
communities. For example, in Ottawa-Carleton where police protection is a 


local function, the City of Vander purchases’ police services) from thesCity 
of Ottawa. 


Third, some services can be purchased from the private sector, for example, 
tax services (see Feldman, 1988) and garbage collection and disposal. 
Evidence (for solid waste collection, in particular) suggests that 
privatization "saves money without sacrificing quality" (McDavid, 1988, 
Vo 1 Wes) Although economies of scale is an important criterion for the 


production of services, it can be achieved without establishing large 
government units. 


Empirical studies of economies of scale in urban services point to the 
existence of economies for fire protection, electRicl ey. gas, water and 
sewage treatment. No economies of scale were found for police protection, 
parks, libraries or education (see Kitchen, 1977, pp.111-124). To determine 
which services exhibit economies of scale in the Region of Niagara, it 
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would be necessary to study each service and determine an appropriate 
measure of output (and quality). Some thoughts on how to go about measuring 
output and quality are provided in Auld (1988). 


In the Regional Municipality of Niagara, water and sewer services are 
shared responsibilities. Fire protection is a local responsiblity, police 
is regional and recreation and cultural facilities (including parks’ and 
libraries) are entirely local. Using the economies of scale criterion, it 
could be argued that water and sewage treatment should be regional if there 


are cost savings associated with centralized production and delivery (see 
Auld, 1988). 


With respect to fire protection, however, it has been suggested (see 
McDavid, 1986) that this service remain a local function because of the 
existence sa OiaViO Lun ce canine mGepOmunen tS aml lCmunlcpOCuUct TON OO sneqgionall 
fire department could result in increased costs because volunteers would be 
replaced by professionals. McDavid found that, for Canadian municipalities 
which rely on mixed full-time and part-time fire departments or on all- 
VOLUNGECRRGENDGmiEMenits. thene wweressupscantral cost savings. 


Finally, it could be argued that the provision of social services enjoy 
economies of scale in delivery through the use of specialized skills (see 
Auld, 1988). This is already a regional function in Niagara and in all two 
tTiGhRaMUnAcGipOLUELeS ei nO tar Le. 


(ii) spillovers 


The second criterion to be addressed is spillovers (also known in the 
economics literature as externalities) where some of the benefits (or 
costs) Of Oe pORei culate GOOdm Clause Vices spill over into another 
juURgTSdICti one) home examples sifsone) municipality buadidssaynoad acrosse)its 
HUielUSdL Ctl One Onde thtsmreOdde ISmUSedebDYVaiReSidenitSeOfme. Others juGasdietd ons, 
then there is a spillover in the provision of that road. Where there are 
spillover benefits, not enough resources will be directed to that service. 
In the case of the road example, the municipality constructing it will only 
consider the benefits to its own residents (taxpayers) and not the benefits 
to residents of other jurisdictions. The most appropriate sized road, from 
society’s perspective, may be much larger. Thus, sache municipality 
CONnSEBUCGING schemroudineeds. some ancentivesto jimakes © larger 


One solution is to increase the size of the jurisdiction to include all of 
the beneficiaries of the service (but this would mean a different size of 
jurisdiction for each service, as with the economies of scale criterion). 
The other solution would be Cie phOVAn ca Gla IncCeneLvy.e ma Orantu .cO AGRe 
jurisdiction providing the road to encourage it to make it larger. 


Those municipal services which may exhibit spillovers include garbage 
disposal, planning and development, roads and parks and recreation. In the 
Regional Municipality of Niagara, garbage collection and disposal are 
entirely local functions. Of all of the selected two tier municipalities in 
Ontario (as noted in Table 5) garbage is only purely local in Niagara. In 
most two tier municipalities, garbage collection is local and _ garbage 
disposal is regional. Since the disposal of garbage does have negative 
spillovers associated with it, it is probably more appropriate that it bea 
regional function. 
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Planning and development is a shared function in Niagara, which can _ be 
justified on the criterion of spillovers (see Auld, 1988). Those planning 
decisions which affect others (that is, create spillovers) should be 
regional; those that are of a local nature (such as rezoning a single piece 
of land) should be local. 


Recreational and cultural facilities are entirely local functions in 
Niagara. These services tend to be primarily local in all of the selected 
two stier “municipalitwes., = To ther extent thas thege are = spillovers some 
regional provision may be called for. 


(iii) redistribution 


The third criterion is redistribution which argues for a larger government 
to redistribute resources. Where there are relatively wealthy jurisdictions 
located close to relatively poor jurisdictions, a consolidation could 
result) in “a redistribution in TavOUnOh. oie = pOOK en Uipusaedic LLOnor This 
redistribution swould allow calle munwerpa lr tiles wane se Mem) UligisG LCielO KmuncO 
provide at least some minimum level of service without resorting to unduly 
haighetax rates: 


In the Region of Niagara, the regional government provides some services 
throughout the entire region. The costs of these services are shared among 
the constituent municipalities on the basis of their wealth, as measured by 
equalized assessment. In theory, this means that richer municipalities are 
subsidizing the poorer municipalities. However, as discussed at some length 
below, the current method of apportioning regional costs creates some 
dif ficuiticsm for tredistr iouieTone 


In) terms of a criterion for ther provasionvof servacess™ the premise® thatvra 
uniform level of service should be provided throughout the region would 
call for regional provision of social services (see Auld, 1988). Social 
services, as noted above, are a regional function in Niagara and in all two 
tier municipalities in Ontario. 


(iv) demand considerations 


The fourth criterion, demand considerations, suggests that a large number 
of small jurisdictions, each with its own tax and expenditure package, is 
most efficient at meeting the demands of residents. Based on the Tiebout 
hypothesis (see Tiebout, 1956), it is suggested that people "vote with 
their feet" and move to the jurisdiction where their preferences (for taxes 
and expenditures) are met. The Tiebout hypothesis states that small, 
homogeneous communities may be more efficient, from a demand point of view, 
than larger, more heterogeneous government units because the latter provide 
uniform services to people who have different preferences for them. 


One of the ways of addressing these demand considerations in municipalities 
other than Niagara has been through the use of "urban service areas" for 
such services as water, sewers, transit and day care. For example, in 
Ottawa-Carleton, these services are provided by the regional government 
from a special area rate. The regional government provides the service and 
apportions the costs to those municipalities or parts of municipalities in 
the urban service area. The municipalities then charge their residents 
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through general property taxes, special mill rates or user charges. In the 
case of day care, for example, residents in the urban areas wanted it and 
those in the rural areas did not. The creation of an urban service area was 
a response to differential demands in the Region. 


Not only do urban service areas address demand considerations, but where 
the local governments levy a user charge or special area rate, the result 
is improved efficiency in the provision of these services to the community. 


(v) political efficiency 


thes fat th wich terion) isipolaticalmefficiency which! generally reflersis to 
Nmaccess”" S by Mocaly citizens to! municipalyidecision—making. |‘ Sihiis’ means.“ that 
the government jurisdiction should be small enough for the average citizen 
to have some influence on local decisions. Under this criterion, smaller 
UnAscSMaresmonene fifmuctenitmpolievecaliiv: 


In terms of services, it could be argued that citizens should have access 
to planning decisions. As noted above, local planning decisions are made at 
the local level in Niagara. 


(vi) summary 


Whenm Glievote thesescon@lictingscritemasarertakens together,» thes optimal 
SULUCEIREROVeROLI may  clirneout, tOebesaetvwor tien ornsmulti—Clerestructurewas 
in the Region of Niagara. Some services are provided by the upper tier 
(presumably those characterized by economies of scale or spillovers) -and 
other services are provided by the lower tiers (those that benefit from 
demand and access considerations). 


Although the division of functions between tiers is generally similar to 
ObhermeatvOMeLeruMuUnwcl pol ltt esi nmOn taro sat couldmiber orgquedmons spidslover 
grounds that garbage disposal should be moved to the regional level. 


II. Property Tax and Revenue Analysis 


There are six issues with respect to the property tax and revenues that are 
discussed in this study: a) the choice of assessment base, b) the 
apportionment of regional costs, c) the favourable treatment of residential 
property, d) provincial-municipal grants, e) user charges” and f) 
alternative revenue sources. 


a) The Assessment Base 


The property tax is levied as a mill rate (measured in tenths of a cent) 
multiplied by the assessment of the property. Historically, properties in 
Ontario were assessed by local government assessors but, since 1979, 
assessment has been a provincial function. Under The Assessment Act, 
property is to be assessed on the basis of its market value, where market 
value is defined as the price that would be struck in an arm’s' length 
transaction between a willing buyer and a willing seller. 


Although the legislation dictates that properties should be assessed 


according to their market value and the Province has been committed to 
market value assessment since 1978, market value is not being used in 
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municipalities across the province. Rather, there are several variants of 
market value assessment being used and they vary both within and between 
regions.»° These «different bases and the» consequences) of ‘the ~ lack of 
uniformity are described further below. 


The main reason that market value assessment has not been implemented 
uniformly across: =them provinces Js = thave sthere:® hasmbecenmcons:deraple 
opposition on the part of property taxpayers, especially single family 
homeowners. But, even if there were no opposition, it is important to note 
that the implementation of a true market value system is a difficult task. 
First.) at) adisiidifticule to determine market, Values ih a ipropertyshasssold 
recently in an arm’s length transaction, then its market value is simply 
equal to its sale price. If ia property has not sold in) many years, |nowever, 
the determination of its market value necessitates an estimate based on 


other similar properties that have been sold recently. _If there are no 
similar properties (a situation which occurs especially for commercial and 
industrial properties carrying on unique activities), then estimating 


market value is extremely difficult. Thus, the determination of market 
value itself is problemmatic and can result in inaccuracies. 


Second, and particularly important in today’s housing market, is that 
market values change annually and, in some cases, even monthly or weekly. 
Market value is estimated at a particular point in time and can thus be out 
of date very quickly. It is impossible to assess properties monthly or even 
annually because of the manpower required. So, at best, market value will 
Stills be somewhat out Vofudates wihosesmunicipalitacsm InemOntaglonsthnat 


currently use some form of market value assessment are generally using 1984 
ase the mlatestavede 


In summary, even if there were no opposition to market value assessment, 
the nature of assessing property is such that the assessment on any given 


property will only be an estimate of its market value and it will likely be 
out of date. 


In the Regional Municipality of Niagara, assessment is, for the most part, 
based on 1946 values. The exceptions care Niagara Falls which is based on 
1986 values, Niagara-on-the-Lake which is based on 1984 values and 
Wainfleet which is based on 1975 values. As noted above, there are not only 
variations across regions in Ontario but also within regions. 


In order to have uniformity in assessment practices, all properties must be 
assessed at the same percentage of market value. Properties do not have to 
be assessed at 19% percent of market value necessarily, but they do have to 
be assessed at the same percentage so that all properties are treated in 


the same fashion. When this is not done, there are three basic inequities 
eidehs [resus 


(i) inequities within classes of property 
(ii) inequities between classes of property 
(Gakinie) InequItles across muni ecipalatvesr 


An inequity within a class of property results when all properties within a 
particular class are not assessed at the same ratio of market value. For 
the purpose of assessment in Ontario, property is divided into the 
following ten classes: residential dwellings 1 and 2 units, residential 
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dwellings 3 to 6 units, residential dwellings 7 units or more, commercial 
and professional, industrial and manufacturing, other rateable property, 
institutional, farm, pipelines, and recreational dwellings. 


Consider the class of single family homes (1 and 2 units), for example. A 
Situation may arise in a municipality whereby there are two similar homes 
each with a market value of $159,808. One may be assessed at $7,598 (or 5 
percent of its market value) and the other at $4,588 (or 3 percent of its 
market value). The difference may be a function of the location of each 


house, the age of the houses, the time the assessment was done or _ some 
OLhen accor. 


The second type of inequity, between classes of property, suggests that 
Single family homes may not be assessed at the same percentage of market 
VOLUeENAs ake: Gpagiments .) hor example. Hirinally ye the thitcd) type of “anequity 
results from different assessment practices in different municipalities in 
OntCgvor MiInese selctveRmOEsScrnepancLesmdevelloped hiastorricallivetronsthe estime 
that assessment was done locally rather than by the Province. 


Empirical studies of the discrepancies in assessment have estimated 
assessed to market value ratios for different classes of properties in 
Ontario (see, for example, the Smith Committee, 1967). These studies have 
shown that older homes tend to under-assessed relative to newer homes, 
homes located in the downtown of cities tend to be under-assessed relative 
to suburban homes and so forth. Inequities were also found to exist between 
classes of property. Specifically, single family homes tend to be under- 
assessed relative to apartments, and residential property tends to under- 
assessed overall relative to commercial and industrial property. 


In an effort to address the problems resulting from these inequities, the 
Province has presented several options to municipalities. These options, 
which® alll®comerunder ThesAssessment Act, “inelude: “a local Section 635, a 
regionwide Section 63, a local Section 7% and a regionwide Section 7@. Each 
of these options is discussed in turn. 


Under ay local» Seetion 65 >of Whe Assessment Act,” ay municipality can ask the 
Province to undertake a reassessment of properties within each of the ten 
classes | lilstedmabove’ fors that Vocal miunieipalaty.§ “This! =would mean, for 
example, that = alisw properties anethe class: of Fresidentialy 1 ‘and 27° units 
would be assessed at the same ratio of market value throughout the local 
municipality. “This woulld be true for each of ‘theclasses' of property. The 
result of the application of a local Section 63 is to remove inequities 


within classes of property but not inequities between classes or across 
municipalities. 


A regionwide Section 63 would reassess properties within classes and make 
the assessments a uniform percentage of market value throughout the region. 
In other words, inequities within classes and across municipalities (within 
the region though not across the province) would be removed. Inequities 
between classes would still remain. 


Under a _ local Section 7% of The Assessment Act, market value assessment 
would be introduced locally. In other words, not only would inequities 
within classes be eliminated but also inequities between classes. Under a 
local Section 7%, however, inequities across municipalities would remain. 
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With a regionwide Section 78, all inequities would be removed including 
inequities between municipalities in the region. 


Currently in Ontario, the majority of municipalities have applied for a 
local Section 65.) Some munvcipalatiess —asuchiasrssudburyis Watermnloognand 
Haldimand-Norfolk are on a regionwide Section 63. Local Section 7@ has also 
been applied in municipalities such as West Carleton, Dalton and _ Huron. 
There are many municipalities, including all of Metro Toronto, that are 
still using assessments based on 194% values. In the Regional Municipality 
of. Niagara, ids notedhabove a crwlocdilisectionmGomhicsmDeenmapp led al immony 
three municipalities)» the remaining mune palaces joreysuLrlimdassessedm.on 
the basis of 194% values and have not been updated. 


Where a region does not have a uniform assessment system and it is 
necessary to compare assessments across municipalities for grant or 
apportionment purposes, then an estimate is made of “equalized assessment." 
Equalized assessment is the assessment in the municipality to which an 
equalization factor has been applied. The equalization factor is designed 
to’ reflect the differences invassessed) termarkets valltie = ratioss acKkoss 
municipalities. The equalization factor is determined as follows: 


1) For each class of property, the assessed to market value ratio is 
calculated based on a sample of properties; 


2) Equalized assessment in each class is determined as the total rateable 
assessment divided by the equalization factor for that class; 


3) The equalization factor for the whole municipality is equal to the sum 
of the total rateable property in the municipality divided by the sum of 
equallazedjassessment. fore thermnunner palmty® 


The equalization factor is determined by a sample of properties in each 
class and then applied to the actual assessment base. The ~problem) swith 
equalization factors is that they are only as reliable as the estimates of 
market value on the sample properties. Also, for many grant programs’) and 
for apportionment purposes, it is often an average of equalization factors 
that is used so as to dampen any impact from using the actual equalization 
factors. Finally, the equalization factors are often calculated somewhat 
differently for different types of grants and for apportionment. The amount 
of time and effort that is required to determine these factors and how they 


are to be applied leads one) to; question the underlying rationale form these 
factonsr 


Table 18 summarizes municipal equalization factors for each municipality in 
the Regional Municipality of Niagara for 1988. The smaller the factor, the 
greater the difference between rateable and equalized assessment. At best, 
assessed, Value ais) (under Spe rCcenit Ol marke teaVclLUe mana in most 
MUNnICipalities |a:6 | ise hess) sechicnmthicthemiihie: factogsmrcnG GimsinitcOMmmpom> Onmein 
Niegapa-on—the-lake ato 7/omdiimWellic ic a OnmOVenOdeChamnune ham DisOpeinelesmmnin 


Welland are assessed at twice the ratio of market value than are properties 
in Niagara-on-the-Lake. 


If the Regional Municipality of Niagara were to move to a_regionwide 
Section 63 assessment, there would be an impact study done by the 
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Table 18 


Municipal Equalization Factors, by Municipality, Regional Municipality of 
Niagara, 1988 


Niagara Falls 6.43 
Port Colborne 7.42 
St. Catharines SG 
Thorold 7.45 
Welland U sdb 
Fort Ere Geil 
Grimsby 4.79 
Lincoln 5.05 
Niagara-on-the-Lake Big Bi 
Pelham 4.63 
Wainfleet De DIS) 
West Lincoln Sis lhe 


Source: Ministry of Revenue 
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provincial government to determine the magnitude of the impact in each 


municipality and in each property class. This would likely involve new 
estimates of equalization factors. 


Based on the factors currently being used, Table 19 compares the regionwide 
average factors for three classes of property (residential 1 and 2 units, 
commercial and professional, and industrial and manufacturing) with the 
factors for each municipality. This Table says nothing about the magnitude 
of the impact of a move to a regionwide Section 635 in) Niagara mor, does) | it 
say anything about what would happen to mill rates and property taxes 
following an reassessment. | beamMenelVasinciCaCeSE Wich mUllinG1 Cl ldaaie Smmmciige 
over-(or under-)assessed relative to the regional averages. 


Table 19 also says nothing about individual properties but rather it 
considers the averages for the three classes. There may be wide variations 
within classes. For example, on average, residential properties (1 and 2 
units) may face increased assessments in one particular municipality but 
this may mean that some properties within that class will face decreases. 


For a discussion of the importance of variations within classes, see Slack 
(1988a). 


The first thing) that con besnoted tron table Sis chat eoOnsaverogemnomsthe 
region, residential dwellings (1 and 2 units) are under-assessed relative 
to commercial and professional properties and commercial and professional 
properties are under-assessed relative to industrial and manufacturing 
properties. Second, in almost all municipalities in the Region of Niagara, 
if properties are relatively under-assessed in one class, they tend to be 
under-assessed in the other two classes. Third, those municipalities where 
residential dwellings (1 and 2 units) are currently relatively under- 
assessed aire: st. Catharines, Grimsby, Eincoln, | Niagara-on-the-Lare, 
Pelham, and West Lincoln. The result for Niagara-on-the-Lake is somewhat 


surprising Sanee PROPeRtVaNCSSe Scents mm nOVic wpe Cilmmmup collec in that 
municipality. 


The implementation of a uniform assessment system throughout the Region of 
Niagara, and indeed throughout the province, is essential to the financing 
of local and regional governments. First, the base of the property. tax, 
which is the largest single source of revenue to most mumicipalities, is 
assessment. Thus, in order to treat taxpayers: fainmly. at is essentrialethas 
they all be taxed on the same base. If two houses of equal value are 
assessed at different ratios of market value, this is inequitable. 


Second, the apportionment of regional costs (which is discussed in more 
detail below) is based on assessment. If there are inequities in the 


assessment base, then the sharing) of regional costs among the) area 
municipalities is inequitable. 


Third, provincial grants such as the resource equalization grant and the 
general legislative grant for education are redistributive grants based on 
assessment. Again, if there are inequities in the assessment base, then the 
redistributive mechanism inherent in these grants will not be effective. 
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Table 19 


Assessed-to-Market Value Ratios, by Municipality, Regional Municipality of 
Niagara, 1988 


Class @ Class 3 Class 4 
Niagara Falls . 64763 .B7449 . 13848 
Port Colborne . 85684 . 10666 - 12484 
St. Catharines . 64618 . 86264 o/s 
Welland sO S527, .9989D . 15818 
Thorold .95118 . 99290 Po la2 
hOtet Ete . 865836 . 87787 .12559 
Grimsby . 84199 . 95676 18447 
Lincoln 94134 O7453 . 69761 
Niagara-on-the-Lake 03927 .O4642 87364 
Pelham . 84275 . 85943 11691 
Wainfleet .G5845 . 88777 . 8606 
West Lincoln . 84165 . 66073 .12754 
Region . 94698 . 97163 12468 


Note? | Glass Oss residential dwelling i) sand 2 units; Class 5 is commercial 
and professional; and Class 4 is industrial and manufacturing. 


Source: Estimated from data provided by the Ministry of Revenue 
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In short, the entire municipal finance system rests on the assessment base 
of each municipality. The need for uniformity in assessment practices is 
essential to the functioning of that system. Equalization factors designed 
to alleviate the problems resulting from current assessment inequities are 


not only cumbersome but they are an inadequate substitute for a uniform 
assessment system. 


The implementation of market value assessment in Ontario has been fraught 
with difficulties since the first provincial statement of commitment to it 
in 1967. After twenty years of debate and consistent opposition, it may be 
time) to consider some Glternabives stommar Kee Vd LUCE ENGiGamG ta tiemViclsV mle Cait, 
provide uniformity in the assessment system. The importance of a uniform 
assessment system was also stressed in a review of regional government in 
Ottawa-Carleton (see Slack, 1988c) and some alternatives were considered. 
Among these alternatives were: a tax based on lot size and building size, a 
tax based on land value, a tax based on market value but with differential 
mill rates and a poll tax. The remainder of this section briefly summarizes 
these alternatives. For a more detailed discussion, see Slack (1988c, pp. 
59-64). Clearly, more work needs to be done to determine the feasibility 
and impact of these and other possible alternatives. 


A tax based on lot size and building size would mean a flat rate of tax on 
the size of the lot and another rate on the size of the building. The main 
advantage of this approach is administrative simplicity since there would 
be an objective measure of the base and taxpayers could easily check its 
accuracy. Since this tax would not be based on land value it would not be 
Subject to the’ Volatility “cilrrentlye being experlencede= int the = nousang 
market. In terms of efficiency, the decision to improve one’s property 
would not be intluenced by this type ‘of property tax and the incenitivers to 
build on vacant land would be reduced. In terms of equity, a tax based on 
lot and building size would only be progressive (that is, borne relatively 
more heavily by high income people than low income people) if it increased 
with income. There is no empirical evidence on the relationship between 
incomes and Tot and buaiding size Duc ete Se likelV Sthcditestchin Gm texawoulcdEpe 
less equitable than a tax on market value. 


Land value taxation would be applied to the land value only and not the 
improvements to the land. It would encourage better land use and reduce 
urban sprawl because of the substantial taxes on vacant land. It is not 
clear how equitable such a tax would be but it would mean that single 
family homes in downtown neighbourhoods (on expensive land) would face 
relatively higher taxes than under the current system. 


The assessment of all property at market value with the levying of 
differential mill rates would mean that everyone would be assessed at full 
market value but some property classes could be favoured through the 
levying of lower mill rates. The favoritism of certain types of properties 
would thus be explicit in the mill rate decisions. 


Finally, a poll tax merits some consideration because of plans to implement 
such a charge in parts of Great Britain in 1989 (see King, 1988). This tax 
would be a flat amount levied on all adults over the age of 18, with some 
exemptions. Although such a tax is appealing on efficiency grounds because 
it does not lead to distortions in the consumption of housing, it does not 
fare well on equity grounds. Since all adults would pay the same _ tax 
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regardless of their income, the tax would impose a greater hardship on low 
income taxpayers than on high income taxpayers. To alleviate this problem 


somewhat, the British government has proposed credits based on income for 
low income taxpayers. 


To summarize, this section has stressed the need for a uniform assessment 
system in the Region of Niagara as well as across the province. If market 
value is unattainable as the base for assessment, then other options that 
at least provide uniformity should be considered. A few alternatives have 
been mentioned here but require further study of their impact on taxpayers 
and on the municipal finance system generally. 


b) The Apportionment of Regional Costs 


As noted above, the regional government does not levy its own property 
taxes directly on taxpayers in the Region. Rather, the regional government 
determines its tax requirements for the year and then levies this amount on 
CicmmUOvcin atcha mune pO tTeS sie lOWChmEneE Sra lnm cui mC OllLectu chese 
taxes on behalf of the regional tier. 


Regional costs are apportioned to the area municipalities on the basis of 
their assessment (including taxable assessment, payment in lieu assessment 
and equivalent assessment) relative to the total for the Region. This type 
of apportionment means that those area municipalities that are relatively 
rich in terms of assessment pay a larger share of the costs of regional 
government than do those that are relatively poor in terms of assessment. 
Since regional government expenditures are not made on the basis of 
assessment (in other words, regional expenditures are not necessarily 
greater in richer municipalities), there is an implicit redistribution 
across municipalities in the Region through the apportionment process. 


In a regional municipality where all of the area municipalities are using 
the same base for assessment, then one regional mill rate would be struck 
forevall municipalitiess “Inmotherswords, no matterewhenesoneslivedsin the 
Region, the regional mullvrateswoulldebe the samesand atewould be equal) to 
tiem tO tela bCxam eV Veoh aa the tregn Onalmgovernnmentmsdivided@eby  theggtotal 
assessment base in the Region. The share of regional costs borne by each 


municipality would then be equal to that municipality’s share of the total 
assessment in the Region, 


However, in the Regional Municipality of Niagara as in many other 
MUINnLCIpALlitLiess sin Ontario, thes areal municipalities are mot) ald using: the 
same base for assessment. AS a consequence, itydissinecessaryar tOMmmpLlace 
municipalities on a comparable basis before determining the appropriate 
contribution of each to regquonal cost: 


The procedure used for the apportionment of regional costs in two tier 
municipalities in Ontario is as follows: 


1) residential and farm taxable assessment is added to the residential and 
farm grant in lieu assessment to arrive at an estimate of the total 
residential and farm assessment; 


2) this total residential and farm assessment is discounted by the upper 
tier discount factor (UTDF) which is published in the Ontario Gazette (the 
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UTDF was equal to .4464 for Niagara in 1988) to arrive at an estimate of 
local residential and farm assessment; 


53) total commercial and industrial assessment is the summation of 
commercial and industrial taxable assessment plus commercial and industrial 
payment in dieu, assessment) pilus tequaivallent | assessment) =—-— there jas) (no 
discounting of commercial and industrial assessment; 


4) the three-year average of equalization factors (1985 to 1987) is then 
calculated: 


5) equalized assessment is calculated as the sum of the local discounted 
residential and farm assessment and commercial and industrial assessment 
all divided by the three-year average equalization factor and multiplied by 


100; 


6) the share of regional costs is determined as each municipality’s share 
of the total equalized assessment. 


Table 20 shows actual apportionment percentages for the Regional 
Municipality YoreNiagaral form98Sa5 ne Wargqests snaperoiemnegionalsCcostsmmas 
paid by St. Catharines (almost 32 percent) followed by Niagara Falls (over 
22 percent). The smallest share is picked up by Wainfleet (at 1 percent). 


There are several aspects of the method of apportioning regional costs that 


merit consideration. First, residential and farm property is discounted at 
44.64 percent according to provincial statute (The Unconditional Grants 
Act). The discount factor is the same for all municipalities in the Region 


of Niagara but it is different for other regional municipalities in Ontario 


(for example, the upper tier~ discount factor for Ottawa-Carleton is 
approximately .48). 


It is not surprising that residential and farm assessment is discounted 
relatives to commercrvalmandsindistrralyassessmenc: sincer rassnovedsabove mathe 
nil race Pismveqrislatedato bem Sepereentalower som apes dentac andes iain 
property. However, this mill rate differential would dictate aq discount 
factor of .85 and not .4464. The impact of discounting residential and farm 
assessment™ more thanvismeret lectedmain ditferenticlemil epareseisecopenGVolit 
municipalities that have a relatively greater proportion of residential and 
farm assessment: for example, Wainfleet, Pelham, West Lincoln, Lincoln and 
Grimsby (see Table 13). The communities which are predominantly residential 


contribute less to regional costs than communities that are predominantly 
commercial and industrial. 


On benefit grounds, it could be argued that this method of apportionment is 
inappropriate because residential property owners and tenants make greater 
use of regional government services (especially social and family services, 
which form the largest component) than do commercial and industrial 
property owners and tenants. Thus, rather than paying a smaller share of 
the costs of regional government, residential communities should contribute 
relatively more to the costs of regional government. 
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Table 26 


Apportionment of Regional Costs, by Municipality, Regional Municipality of 
Niagara, 1988 


(percent) 
Niagara Falls 22.435 
Port Colborne 4.446 
St. Catharines 31.478 
Welland 16.369 
Thorold 4.799 
FOGG Etere 6.214 
Grimsby 4.569 
Lincoln 5.946 
Niagara-on-the-Lake Sia ISS) 
Pelham 2.862 
Wainfleet os 
West Lincoln Zwere 
Total 100. DOD 


Source: Regional Municipality of Niagara 
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A second aspect of the method used to apportion regional costs is the use 
of a three-year average of equalization factors. The need to apply 
equalization) factors ) 1s) oO) SdirecrmesUlite Ot tiem Gd Chum O mmm Unio finint Vac Ip 
assessment practices within the Region of Niagara. These factors are only 
estimates of the differentials in assessment practices across the Region 
and, in many cases, do snot accuBpavely ireplecuecthosesdin nemenital cil semWilt mmc 
uniform assessment system throughout the Region, the need to calculate 


equalization factors would be eliminated and one regional mill rate could 
be weve 


Another issue that needs to be addressed is the basis of apportionment. One 
could potentially argue that since the services of government are for the 
people that the costs of regional government should be apportioned on the 
basis of population or households. 


By using property assessment as the basis of apportionment, there is an 
implicit redistribution from relatively igich municipalities tos relatively 
poor municipalities. If apportionment were done on the basis of population, 
then redistribution would be from relatively more populated municipalities 
to relatively less populated municipalities. 


Although this argument is somewhat appealing, especially in light of the 
problems with the assessment system, it is not appropriate in the context 
of a municipal finance system based on the property tax. As already noted, 
the lower tiers collect property taxes on behalf of the regional tier. 
These taxes are collected on the basis of the lower tier’s ability to 
collliect, those taxes, that as ol Gicher Municipality contmibutessmnorestianma 
poorer municipality. The measure of relative ability to collect taxes is 
the base of the tax-- the assessment base in the case of the property tax. 
If the tax being collected were a poll tax, then the measure of, ability sto 
pay would be population. The use of population is not appropriate for 
apportionment, however, in the context of municipal finance in the Niagara 
Region Nom Insune hest On mchen province: 


jo summarize, the Vapportvonment on ieeqtonalMcosts sons them DOSiSesOhmmtine 
assessment base is, in theory, an appropriate mechanism for distributing 
those costs. However, given the lack of uniformity in the assessment system 
and the discounting) of Sresidentiaql assessment, ats lS not mCleCmmnow 
equitable the resulting apportionment is in practice. 


Underlying the discussions of assessment and apportionment of regional 
costs is the implicit favourable treatment of residential property in the 
municipal finance system in Niagara and across the province. This section 


highlights the differential treatment of residential property and examines 
Chem ijUS tn VeotvonE 


As noted above, the assessment process favours residential property over 
non-residential property by maintaining a system whereby residential 
property is assessed at a lower ratio of market value than is non-— 
residential property. Single family homes, in particular, are assessed at 
much lower ratios of market value even than other types of residential 
dwellings and residential properties on farms are favoured to an_ even 
greater extent. Indeed, the move to market value assessment, which would 
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remove these discrepancies, has faced strong opposition from homeowners and 
farmers. 


second, there is explicit favoritism of residential property through the 
US OT espe iaratce™ cirOugiolL OntdG TO maces leqrslated by provincial 
Statute Sthace the malls rate on commercial and industrial property be 15 
Percence nighemechOthietee min le irchbeM On res puentlal and horn = property. this 
not Only applies co munvecipaly taxes but also to school! taxes: 


Third, non-residential property is levied an additional business tax on the 
occupant of that property. The rates of business tax vary widely (and with 
little justification) with the nature of the business. 


One of the ways to compensate for these differentials, as noted above, is 
through Chew method of *scpportioninig =e regional ==coses™ anong™ =the area 
municipalities. As noted above, however, the formula over-compensates for 
thes aitrerentral millVrates, the result "being that the costs of  ireqvonal 
government are borne relatively more heavily by those municipalities with 
PeLoatavelVemMore =nOn-hesvoenciHai propery ye 


The favourable treatment of residential property was originally justified 
on the grounds that commercial and industrial property could write off 
property taxes against income for income tax purposes and thus place some 
of the  burden= on other Levels of “government.  Ihis” argument could be 
extended to rented residential property as well. Single family homeowners, 
however, nave to bear the burden! ot property taxes themselves Tihs,” the 
lower mill rate was intended to compensate for this difference in income 
tax “treatment. “Although this argument provides a justification for the 
Explictee shAVvOLlelommetirOuGhmsOL ite mlulm raves — lta lS di rhiciuilkt es tos extend 
that justificatien to the implicit discrimination of residential property 
Hi coMemaSsessmMenUlOhmdpoOr uLOnmemcn O~OCeS Ses. 


On benefit grounds, moreover, one would argue for lower tax rates on non- 
esl dcnhict clam propeh ty mDeCOlsemunese Dropertrles ise besseservices,. | Lt has 
been suggested, for example, that commercial and industrial property uses 
approximatley 6% percent of the services used by residential property (see 
Clayton, 1968). However, on ability to pay grounds and on political 
grounds, it is more likely that the differential treatment will) remain. One 
of the reasons is that taxes on commercial and industrial property result 
in “tax exporting" whereby property taxes on non-residential property get 
passed on to the consumers of goods and services produced on those 
properties. To the extent that those consumers live outside of the taxing 
JUGUSCEC CLOM EUCmedxaeloncCxDOn ted: 


The favourable treatment of residential property has existed in Ontario for 
decades (see Bird and Slack, 1978). iets e<OliCisbs Un oneamn tletacice-  anG 
implicit in other characteristics of the municipal finance system: Since it 
is likely to remain a reality for years to come, it would be desirable to 
Recognize sit wexpliciniy. chrough  dithermc2al mille rates™ “rather than 
implicitly through assessment and apportionment. 


d) Provincial-Municipal Grants 


The revenue analysis in this study has indicated that provincial grants 
have declined somewhat as a proportion of total revenues for municipalities 
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in the Niagara Region over the period 1977 to 1986. iin) feel bticalfeyay, el ni; 
majority of grants to municipalities in Niagara (and in other Ontario 
municipalities) are conditional in the sense that they have to be spent on 
specifically-defined functions. Any move to de-conditionalize grants is 
not evident in the Niagara Region or elsewhere in Ontario. 


The purpose of this section is to describe and analyze provincial transfers 
to municipalities. The economics literature provides three rationales for 
transfers: spillovers, fiscal equity and fiscal gap (see Slack, 1981). A 
detailed discussion of the economics of intergovernmental transfers can be 
found in Slack (1988c); a summary appears below. 


The spillover argument suggests that, because some services spill over into 
other jurisdictions, a provincial grant is nequined to provide an incentive 
EORtheyproducing junisdiceuon stominckeasesthem Level OTeSe RVC Cute DROVludesn 
The appropriate grant is conditional, matching, open-ended. The grant would 
be conditionalson being spent on thesactavity generating the spillover amnt 
would be matching in the sense that the Province would pay a percentage of 
the local expenditure; and it would open-ended on the assumption that the 
spillover increases with increased expenditures. The appropriate matching 
rate would reflect the degree of spillover. For example, if 25 percent of 
the benefits of a service spill over into another jurisdiction, then the 
matching rate of grant would be 25 percent. 


The second economic rationale for grants is on the grounds of fiscal 
equity. The underlying objective of the grant would be to allow each 
municipality to be able to provide a comparable level of service by levying 
a comparable tax rate (as other jurisdictions). Municipalities may not be 
able to achieve this objective in the absence of a provincial grant because 
of differences in fiscal capacities, meeds and costs. The appropriate grant 
to achieve fiscal equity us cnuncondi tional ss slumpasuUmm GECnShe tem tm WwOULG 
be unconditional in the sense that the municipality could spend the funds 
on any function and it would be lump sum in the sense that municipalities 
would not have to match provincial funds. 


The third rationale TOG Mer Cis heigs ms tesC CHG == SiweCeee that 
municipalities Sface (a ’mismaitch sof) revenues Tand) expenditures: Snee 
property tax revenues do not grow as quickly as expenditure demands, 
provincial grants are required to fill the gap. Provincial revenues are 


elastic in that they grow automatically with the growth in the economy; 
property taxes’ (are. tconsidered “to be ane sinelastic  esource of revenuer 
Consequently, the elastic revenue sources of the Province are required to 
fill the gap created by the inelastic local revenue sources of the 
municipalities. These grants should be unconditional and lump sum. 


Other justifications for transfers are that the Province wants visibility 
in local government services, control over local government services and it 
wants to ensure that minimum standards are being met. With these underlying 
objectives, one would expect the grants to be conditional on being spent on 
the particular function of anterest to the, Provinces 


The majority of provincial grants in Ontario are conditional, matching and 
closed-ended. In light of the above rationales for transfers, it would seem 
that the underlying objective is provincial control and visibility rather 
than the correction of spillovers, for example. There are also some 
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unconditional grants in Ontario: the per household grant (general, police 


and density), the resource equalization grant and the revenue guarantee. A 
brief description of each follows. 


The per household grant is a flat amount per household to upper and lower 
tier municipalities. These grants are redistributive because the Province 
collects tax revenues (income, sales and so forth) from individuals and 
corporations across the province and then hands back the funds on a per 
household basis through this grant program. More funds are collected per 
HOUSchOLOMEL GUCher Mune pC it TeS Eh pOCkem municipalities but alll 
municipalities receive the same flat rate per household. Thus, there is an 
Impl tainedistribwcaon, from richer to poorer munacipalaties ; 


The general support grant is given to upper and lower tier municipalities 
and provides assistance equal to a percentage of the previous year's net 
general dollar levy (equal to the previous year’s tax collections, payments 
in lieu of taxes and unconditional grants). Thus, the largest grants go to 
tice AMuUnLer palitVTesswithetie largest anes qenemol sdollarslevvs  slihe special 
support grant is available to municipalities in Northern Ontario on the 
grounds that costs (and needs) are greater in those municipalities. 


lieamGesSOURCe, Sequaliuzar1OneaGreaniys Witch sqoes to Upper. sands ower, (tier 
MUMLed pClaintleS a Sm eSlGned  arOmeCllow GLismunicipGbi tes. RtOs NGovide a 
comparable level of services at comparable tax rates by improving the 
fiscal Capaci tVesOhusPOOrecreamuUnicipalities. | The Grant is, equal to a 
percentage of the difference between the equalized assessment per household 
of the municipality and the average in the province all multiplied by the 
net general dollar levy. There are constraints on changes in magnitude from 
iEew DIRCV-LOUSMVCCigaSes Grice 


A recent review of the resource equalization grant in Ontario suggests that 
Pi Seo ROnienls BSUCCesst Ullman aOiVvanG mGinger Dehn hOUSeChO NGNGgon tous tO ms DOORer 
municipalities but that the floors and ceilings constrain the amount of 
equalization (see Auld and Eden, 1987, p. 523). Another study, by Eden and 
Howe (1988), indicates that per household expenditures are a poor proxy for 
costs of services and that assessment is an inadequate measure of fiscal 
CADAGLEY we Ihe UENORS JOON out that the success of redistribution through 
the resource equalization grant depends critically on the assessment base. 


Inequities in assessment seriously reduce the ability of this grant to 
Redistmi Duce eT) Glimlve 


Finally, the revenue guarantee is a grant which ensures that unconditional 
grants do not fall significantly from year to year. 


In terms of the appropriate level of government to be the recipient of 
provincial grants, economic theory would suggest that conditional grants be 
given to the level of government generating a spillover in the provision of 
a service. It might be the upper or lower tier. However, since one of the 
purposes of regional government was to address spillovers, i S 
anticipated that regional government services might result in fewer 
spillovers than local government services. Conditional grants might then be 
more appropriate at tie focal level. 


UnconduGlonalwqicancuss Sane pdistaciilops thestesournce equalization jgrant, are 
designed to redistribute resources. Since one of the purposes of regional 
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government is to redistribute resources, one could argue that 
redistribution within municipalities in the region is already being done. 
Thus; Va "grant tom thevupper ctiier woulldesenVves to eredalstperoute= = resources 
across regions within the province; this grant would then benefit lower 
tiers through regional pooling. Since local municipalities have more in 
common in terms of needs and costs with other local municipalities within 
the region, it seems more appropriate to let the regional government 
undertake redistribution within the region and the provincial government to 
undertake redistribution across the province. 


e) User Charges 


A user charge is an amount of money charged per unit of good or service 
provided by government and collected from the user. Other terms for user 
charges anclude User tees and publvespricesR = sALT though chem basic perTelng 
principles used for private goods (i.e marginal cost pricing) underly the 
prices “charged for *publie services) sierlsvsometimesmdnh freul te = commappilky 
these principlessto publives=secvor ourpute 


The primary rationale for pricing public services is economic efficiency 
(for a more detailed analysis, see Bird and Slack, 1983, pp. 89-82). By 
charging directly for services, “the constimers arerawarerof thevcosts wand 
determine their demand accordingly. In this way, the price acts as a signal 
of what people want and gives government planners an idea of the 
approprirace: amount) of sresoulrrces™ Comal locates ton thnditeserVvace = tna acdc aGaon 
pricing gives consumers an indication of the resources being committed = to 
this= service! and Segves, CTO cURnbpademande 


User charges can be equitable when measured against the benefits received: 
consumers get what they pay for. In terms of ability to pay, however, there 
has been some question concerning the equity of user charges. The response 
to these concerns dis that user charges are required tor “erfrec1ency =and 
where some users are unable to afford the service, a cash subsidy to the 
user “FS apprepriace. “Some exanplesmincludess en OC? ci zens posse smonmanciic 
transit system and subsidies for day care. 


The alternative to a user charge, that is subsidization of the service, 
means that subsidies are being provided according to the use of the service 
and snot therabiltey = copay holes. te For example, “if “water is” “subsidized 


rather than being charged for directly, then the subsidy is largest for the 
greatest users of water. One might expect that the greatest users of water 
are higher income households rather than lower income households. Thus, 


even on ability to pay grounds, user charges may be more appropriate way of 
financing water services. 


Most municipalities in Ontario make some use of user charges for water, 
sewers, CronSpOrReatLlon =  GeCredcLon mana CUulGUl peli s erVilCes mm CitGmmSOcnal 
services. However, user charges still do not account for more than 26 
percent of total revenues in any municipality. It would seem that increased 
pressure on property taxes combined with the numerous virtues of user 


charges would result in greater reliance of municipalities on user charges. 
This has not happened yet. 


For the lower tiers in the Regional Municipality of Niagara in 1986, user 
charges (not including sewer and water billings that appear on the property 
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tax bill) accounted for almost 11 percent of total revenues. Unfortunately, 
as noted earlier in the data analysis, a comparable estimate could not be 
compiled for the regional tier. It could be determined, however, that the 
QEedtesumeaTce taticunegz Once LeoVeleismhoresoOclol ond Tamily senvices. At 


Licmalocdi@e level USC Cesmare=charoed mainly shor transportation: and 
recreation and cultural services. 


One example of user charges in Ontario and in the Regional Municipality of 
Niagara is development charges or lot levies. These are charges levied on 
the developer to recover the growth-related costs of development to the 
municipality. In all municipalities in Ontario, with the exception of Metro 
Toronto (where there is little new development) and Niagara, development 
charges are levied by both the regional and local levels of government. In 
Niagara, only the local tiers apply development charges; the regional tier 
does not. The feasibility of levying development charges at the regional 
Vevel™=int Niagaraers: cunrentlivebeing considered: 


All of the lower tier municipalities in Niagara levy a development charge 
with the exception of Wainfleet. the range of charges on avsingle “family 
residential development is from $178.56 to $2,258; the average is $1,227. 
Of the eleven municipalities that do levy a charge, only one (Niagara 
Falls) levies on commercial and industrial development as_ well as 
residential development. Only three municipalities levy a charge to cover 
"soft costs" (health care, homes for the aged, day care and so forth) as 
welle as s"hardcosts "= (waters sewers, roads and so forth). 


There are two main issues concerning the application of development 
charges: average cost or marginal cost pricing and hard or soft costs. With 
kespeCre LOmethC™=ahirSte=a sslem — CCOnomistss would orgues = thatew ature is “most 
appropriate to use marginal cost pricing since such pricing will lead to 
the most efficient allocation of resources. Marginal cost pricing would 
more closely approximate a true user charge. However, the majority of 
municipalities in Ontario use some form of average cost pricing whereby the 
total cost of services is divided by the number of housing units to arrive 
at a charge per house. Sometimes, different categories of housing (i.e. 
single family, apartments) are levied different charges. 


The issue of hard or soft services comes down to the identification of what 
costs are incurred by the municipality as a result of the new development. 
The costs of sewers and roads (the hard costs), for example, would not be 
incurred in the absence of a new development. It is less clear whether 
there would be additional soft costs (such as for social services) arising 
from a new development. In this context, it is interesting to note that the 
Regional Municipality of Niagara feels that future growth in the Region 


will not increase the demand for "soft costs" significantly (Draft Report, 
1988, pwd). 


It is anticipated that development charges are passed on, depending on 
market circumstances, to the new buyer in the price of the house. If this 
is the case, then the new home buyer is paying for the costs of municipal 
services. The alternative to a development charge is to pay for _ these 
services out of general property tax revenues which means that all 
taxpaverseedres payinguefors "the costs of =the Ynew Fdevellopment. = If the 
MUNTCUOG tye DORROWSs sthlosmnUnGdSe= tOmpad Ve TOs tie wSserVvices,, = tnen= fucure 
generations of taxpayers will be paying for the costs of the development. 
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The issue of debt financing is discussed further below. 
f) Alternative Revenues 


Although there have been discussions for years concerning the possibility 
of implementing income taxes or sales taxes at the local level in Ontario, 
it Vs unlikely tovocelir. “Ihe fedsons are, Un pdt ws DeCOuSec@Onethom inter 
municipal competition that would result to attract residents and, in part, 
because it would allow municipalities a considerable amount of autonomy. 
Inter-municipal competition is not necessarily bad and from an economist’s 
perspective has some merit. The real problem is the unwillingness of the 
Province to allow that competition or to allow the local autonomy that 


Would result. “In anys event, sar slocameincone stax WoUusc Dem COS VETO 
administer. 


An alternative to a locally administered income tax would be to allow 
municipalities a share of the provincial income tax. In the same way sechac 
the provinces (with the exception of Quebec) "piggyback" on to the federal 
personal income tax, the municipalities could "piggyback" on to the Ontario 
personal (and possibly corporate) income tax. This form of "revenue 
sharing" with municipalities is common in Saskatchewan and Manitoba, as 
well as other provinces in Canada. 


There are several ways in which to share provincial personal income taxes 
with municipalities and many of the options are considered in Slack (1983). 
Since different surcharge rates for different municipalities would result 
in similar consequences as for a local income tax, it would probably be 
more acceptable to levy a uniform surcharge rate for all municipalities in 
the province. Once these funds have been collected, the Province would 
require some mechanism to redistribute them back to the municipalities. It 
could redistribute the funds), toramunicipalityey accondingy tor swha teat 
collected from it (as is done in federal-provincial tax collections) or it 
could redistribute on a per capita basis (as is done with municipalities in 
Manitoba).*) In )Manitobays this: method of) distribuingsefimdsspamplaeit ay 
redistributes from richer municipalities to poorer municipalities. Other 
distribution methods could also be used. 


The outcome of this form of revenue sharing is not an increase in local 
autonomy and probably not even an increase in revenues for municipalities. 
Rather, it would mean that municipalities would receive an unconditional 
grant (as they do now) that had some certainty attached to it: the grant 
would increase with increases in the growth of income tax collections which 
would, in turn, increase with the growth in the economy. If this source of 
revenue were to replace some part of the property tax (to be discussed 
further below), then taxpayers would benefit from the shift to a more 
progressive tax (one that bears relatively more heavily on high income 
taxpayers). However, the final impact would depend on how the funds were 


transferred back to municipalities and which taxpayers benefitted from the 
resulting expenditures. 


Although the notion of revenue sharing is appealing, it cannot be relied on 
to replace the property tax. A study of educational finance (see Slack, 
1985) estimated that a 28 percent rate of surcharge would be required just 
to replace the property tax portion of education in Ontario in the year 
1981-82. This would mean that, just to replace about one half of the 
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property revenues, »the provincial surcharge on the federal tax in Ontario 
would have to increase from approximately 5% percent to approximately 79 
percent. The likelihood of this occuring is extremely low. Thus, although 
an attractive source of revenue in some ways for local governments, 
piggybacking on to the provincial personal income tax could only reduce the 
pressure on thewpropertyetox very, Littie,. 


There do not appear to be any significant new revenue sources for local 
governments in Ontario. Revenue sharing with the provincial government is a 
possibility but it will not provide sufficient revenues to replace the 
property tax. Somewhat more reliance on user charges would provide 
increased revenues to local governments at the same time as it would make 
Siem UNGnCHNIGmROte mLOCOMESerVilCes smoke Seiiletent. —Fincllivn scather sthan 
looking for alternatives to the property tax, it would seem more fruitful 
for municipalities to concentrate on improving the property tax because it 
is likely to remain the most significant source of revenue at the local 
level Siogiumany) yearsaco come: 


III. Capital Expenditure and Revenue Analysis 


The need for capital expenditures is dictated by growth, the requirement 
that existing infrastructure be maintained and by provincial standards’ and 
quolitVve COnCrOlean Ne BMdineissue ani tine capatal expenditure sands srevenue 
analysis revolves around the financing of urban infrastructure (sewers, 
water, roads, bridges, sidewalks and _ so forth) to meet these various 
requirements. This issue is discussed in a) below. 


a) Financing Urban Infrastructure 


In the Regional Municipality of Niagara, capital spending for 1988 is 
projected to be almost $41 million of which almost $23 million is for 
sewage works, over $18 million is for roads and almost $5 million is’ for 
waterworks. The projected expenditures over the period 1988 to 1992 total 
almost $188 million of which sewage works and roads will be the major 
components (Regional Municipality of Niagara, 1988 Capital Budget, p.1). 


jhe wncl i SOURCCSEEOh  shinchernGg» Iccpiitaie expendniuges ane ye Grants! and 
subsidies, current revenue, reserves, and debentures. In an effort to limit 
dependence on debt financing and to minimize the impact on the tax levy, 
the regional municipality has set some guidelines. For general purposes, 
the guidelines permit capital financing costs to increase at the same rate 
as the tax levy while allowing additional revenue from assessment growth to 
be used for capital purposes. For sewage and water, guidelines have been 
established which allow 7 percent rate increases for sewer and 6 percent 
rate increases for water over the period 1988 to 1992. 


Efforts have been made to move to "pay-as-you-go" financing for water and 
sewer by 1991. To this end, a capital levy was introduced in 1981 and 
calculated into the sewer and water rates. However, it appears that there 
will still be some reliance on debt in 1991 because of increased capital 
costs for these services. The issue of "pay-as-you-go" versus. debt 
financing is discussed below. 


One of the issues in urban infrastructure is the appropriate level of 
government to finance capital expenditures. Indeed, it has been argued in 
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Niagara and elsewhere, that one of the major reasons for growth in capital 
expenditures on sewers, for example, has been increased standards set by 
the Ministry of Environment in 1985. 


Although the major responsibility for urban infrastructure rests with local 
governments, there may be a role for other levels of government to assist 
in financing the necessary infrastructure. The main rationales for federal 
and provincial involvement in the funding of infrastructure include: 
Spillovers, shiscalvequuty ja GnCemstabunli Ache tONhnan ACC Ol tile SCH SammOUe mined 
briefly (for a more complete discussion, see Amborski and Slack, 1987). 


The strongest rationale for federal and provincial funding of urban 
infrastructure is the spillover argument. Where the benefits of — certian 
types of infrastructure spill over into other jurisdictions (for example, 
sewage treatment, some roads and other services), there is a need for 
provincial (or federal) government involvement to encourage the 
municipality to provide an appropriate level ot sservicey. “Ay seconditvonal, 
matching grant would reduce the spillover. 


On fiscal equity grounds, it can be argued that each municipality should be 
able to provide at least some minimum level of service even if it does not 
have adequate resources. This objective could be achieved with the use of 
Conditional, lump sum sGrants *oOm DYRhaVvinge = thie = 1 ecdera Ones provalneral 
government assist with the debt financing of municipalities. 


The stabilization argument suggests that the federal government should 
INVES teawn eC Chm MnROSe EUCuUIRC mE DeC CU SCmNN Cl W All) le ge Clu Camm ODicn Since 
construction leads to fewer leakages outside the country a dollar invested 
in infrastructure will stimulate the economy more than a dollar invested in 
other activities (see Sonnen, 1987). This argument is not particularly 
strong since increased expenditures on socval housing, day care scentres and 
other Viacilitwves! “will “ilisomgeneraite jobs eels aiitaad Sa mpOmtcnitue co 
establish that investment in infrastructure is more important than 
Lives GMen Ce ainh Orme ten cdGten Vile beisr. 


To summarize, the primary responsibility for urban infrastrucutre rests 
with local ~ government “but thereris alrole for federal and provineial 
InVvolvencii Int Sthes =uUnciniG OT ch Gtemernih rn csStructiine mwheRe ms tneRe are 
Spillovers or where there are inadequate resources to maintain minimum 
standards. However, with provincial and federal funding comes a loss of 
local autonomy in terms of priorities and decision-making. For example, 
federal funding in the past tended to favour new facilities over the 
maintenance of existing facilities (Amborski and Slack, 1987, pp.43-46). 


This is just the kind of decision -- construction versus maintenance -- 
that is best made at the local level. 


AS noted above, the Regional Municipality of Niagara has attempted to move 
to a "pay-as-you-go" method of financing sewer and water capital 
expenditures. Indeed, most municipalities in Ontario are reluctant to 
depend on debt financing for capital expenditures. This position has 
resulted, at least in part, from the high intereste rates of the 197%s when 
many municipalities were faced with high debt servicing costs. The move to 
"pay-as-you-go" financing, however, means that capital items are forced to 


compete for property tax dollars with other expenditures such as_ social 
services and education. 


59 


Economists would argue that there is some merit in using debt finance’ for 
capital expenditures. Where the benefits of a particular facility (such as 
a road or a sewage treatment plant) are enjoyed over an extended period 
(such as twenty five years), it is appropriate that the costs be borne over 
the same time period. Rather than having taxpayers today pay for all the 
costs of facilities that will be enjoyed by others in the future, the 
municipality could borrow the funds and pay them back over the life of the 
facility. In this way, taxpayers each year would pay for the services they 
enjoy from the faciltiy in that year. Debt finance could thus be justified 
for projects with a long life expectancy such as water and sewage treatment 
PLOncS May OmMmmOGGECoOnSstrucuvOn sands majOre ScGuecunal nepaimt to bridges. 
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Conclusion 


Dit caer wRegmondalaMun terpenes y won ENacGaraRoOverMthespernTodmN 977" to 1986 
current expenditures (and revenues) of both the upper and lower tiers 
combined grew at ani annual average rate of 8.1 percent and in real terms 
per household, the annual average rate was only @.3 percent. Expenditures 
have.) Grownerelatively more quickivy wat the regqvonaly thantat the Local level 
and, indeed, some lower tier municipalities have shown a decline in real 
expenditures per household over the period. In comparison with other two 
tier ond single rLeraMunTeUpOL tLe SmI ONncOrO ne GBeVenuc ands sexpendiltume 
growth has {been relatively modest an the Nragara Region: 


Several issues have emerged from the analysis in this study. Four broad 
issues are summarized: 


1. When the criteria for designing government structure were analyzed, it 
WUSmECOnG LUdCUM—E ChGia chew mODt Ime wt Ohm Oh eGOVeInmen tammy iD C eG) sarEWwOms Caller 
Structuine: Services chau exitbiltseconomues of scale and spillovers ‘are 
provided by the upper tier and services that benefit from demand and access 
considerations are provided by the lower tier. With the exception of 
garbage disposal, the functions appear to be appropriately divided between 
tiers in the Region of Niagara. Garbage disposal, which is charcterized by 
economies of scale and spillovers, would be more appropriately provided at 
tiemneo LONG level =i SOLO pmulenOcieCmEtWwOMtlChUMUnUCTDGh Eres eStudi ed man 
Ontario, garbage disposal was a regional function. 


2a) ihe entire. municipal yrinaice systemein Ontario ands ian the Regional 
Municipality Joi “Niagara nests on) the assessment base. — Property taxes, 
provincial—-municipal grants, DrROvVINncIaL Sorants | TO Nedicatvons= and) the 
GDPOLeVONMeN tote reGlonad ll wCcOstsoeOlledependvon ste weadssessment im each 
municipality. To the extent that this base lacks uniformity, all of these 
aspects of the municipal finance system are flawed. The need for a uniform 
assessment system is crucial to the future of that system. 


3. The favourable treatment of residential property over non-residential 
property was documented for the Niagara Region and the rest of the 
Drovancer sehOUr saSpeCcCts Were meted: siditrerential imi Kates sassessment 
biases, the levy of a business tax on non-residential property, and the 
discounting of residential property in the apportioning of regional costs. 
LewaTS cIMeeLOmneCOGnlizen ChUSmIAVOmltlsm = canchy ze une TmocdetrandsdeteRmiune 
Lilien omoOppROpind GtC Lt ES mtLOnCcOnmermUicn mates MOU spemcdone ws excpilaica Gly 


through mill rates and not implicitly through assessment and apportionment 
Cauculccvonse 


[PR PAROLMe RE Sslle MEnCEMIICSmcielsehmeMCOUGiOUE tilsmsUldVe Use tiles GolLer of — tiie 
Province in local decision-making. The Province sets quality standards for 
MUM Galp clit Sum OmEMOM GC Emre pecm tr INCtmmuUnm met CimMlt Ne SenOc Gomme into 
deficit on current account, it determines the assessment base, it provides 
grants with rules and regulations that have to be followed and it requires 
PrOvilncl cia pigOvV Clon CCpa vce <p enc uuiTeS. Miemise stirs cen Smt Om) Cumc 


municipal finance system with little municipal flexibility to make fiscal 
decisions. 
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Finally, it is important to look at the future. In terms of expenditures; 
it appears that the Regional Municipality of Niagara needs to look at major 
capital (and operating expenditures) on such facilities as waste disposal 
and sewers. In terms of revenues, it appears that’ there are few 
alternatives to the property tax, with the exception of making greater use 
ore USeE charges. line most) PeclikstreRsSCencrh Tomi SMOneha hmwhilChmiselelanecommon 
LheM PROper Gy mcOxs Willie Contam ticr Efforts to improve the administration of 
that. tax tare essentva inn the sshoncachcdilone stem: 
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